AUTHENTICATED , 
US. GOVERNMENT 
INFORMATION ^ 


AT A CROSSROADS: THE POSTAL SERVICES’S $100 
BILLION IN UNFUNDED LIABILITIES 


HEARING 

BEFORE THE 

SUBCOMMITTEE ON FEDERAL WORI^FORCE, 
US POSTAL SERARCE AND THE CENSUS 

OF THE 

COMMITTEE ON OA^RSIGHT 
AND GOA^RNMENT REFORM 

HOUSE OF REPRESENTATDH]S 

ONE HUNDRED THIRTEENTH CONGRESS 

SECOND SESSION 

MARCH 4, 2014 


Serial No. 113-100 


Printed for the use of the Committee on Cversight and Government Reform 



Available via the World Wide Web: http://www.fdsys.gov 
http://www.house.gov/reform 


U.S. GOVERNMENT PRINTING OFFICE 
87-647 PDF WASHINGTON : 2014 


For sale by the Superintendent of Documents, U.S. Government Printing Office 
Internet: bookstore.gpo.gov Phone: toll free (866) 512-1800; DC area (202) 512-1800 
Fax: (202) 512-2104 Mail: Stop IDCC, Washington, DC 20402-0001 


COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM 

DARRELL E. ISSA, California, Chairman 


JOHN L. MICA, Florida 

MICHAEL R. TURNER, Ohio 

JOHN J. DUNCAN, JR., Tennessee 

PATRICK T. McHENRY, North Carolina 

JIM JORDAN, Ohio 

JASON CHAFFETZ, Utah 

TIM WALBERG, Michigan 

JAMES LANKFORD, Oklahoma 

JUSTIN AMASH, Michigan 

PAUL A. GOSAR, Arizona 

PATRICK MEEHAN, Pennsylvania 

SCOTT DesJARLAIS, Tennessee 

TREY GOWDY, South Carolina 

BLAKE FARENTHOLD, Texas 

DOC HASTINGS, Washington 

CYNTHIA M. LUMMIS, Wyoming 

ROB WOODALL, Georgia 

THOMAS MASSIE, Kentucky 

DOUG COLLINS, Georgia 

MARK MEADOWS, North Carolina 

KERRY L. BENTIVOLIO, Michigan 

RON Desantis, Florida 


ELIJAH E. CUMMINGS, Maryland, Ranking 
Minority Member 

CAROLYN B. MALONEY, New York 
ELEANOR HOLMES NORTON, District of 
Columbia 

JOHN F. TIERNEY, Massachusetts 

WM. LACY CLAY, Missouri 

STEPHEN F. LYNCH, Massachusetts 

JIM COOPER, Tennessee 

GERALD E. CONNOLLY, Virginia 

JACKIE SPEIER, California 

MATTHEW A. CARTWRIGHT, Pennsylvania 

TAMMY DUCKWORTH, Illinois 

ROBIN L. KELLY, Illinois 

DANNY K. DAVIS, Illinois 

TONY CARDENAS, California 

STEVEN A. HORSFORD, Nevada 

MICHELLE LUJAN GRISHAM, New Mexico 

Vacancy 


Lawrence J. Brady, Staff Director 
John D. Cuaderes, Deputy Staff Director 
Stephen Castor, General Counsel 
Linda A. Good, Chief Clerk 
David Rapallo, Minority Staff Director 


Subcommittee on Federal Workforce, U.S. Postal Service and the Census 


BLAKE FARENTHOLD, Texas, Chairman 


TIM WALBERG, Michigan 
TREY GOWDY, South Carolina 
DOUG COLLINS, Georgia 
RON Desantis, Florida 


STEPHEN F. LYNCH, Massachusetts, 
Ranking Minority Member 
ELEANOR HOLMES NORTON, District of 
Columbia 

WM. LACY CLAY, Missouri 


(H) 



CONTENTS 


Page 

Hearing held on March 13, 2014 1 

WITNESSES 

Mr. Frank Todisco, Chief Actuary, U.S. Government Accountability Office 

Oral Statement 5 

Written Statement 7 

Mr. Jeffrey Williamson, Chief Human Resources Officer and Executive Vice 
President, U.S. Postal Service 

Oral Statement 25 

Written Statement 27 

Mr. Robert Moss, Chief, Budget and Resource Management, Defense Health 
Agency 

Oral Statement 43 

Written Statement 45 

APPENDIX 

Jeffrey Williamson’s response to questions for the record, by Rep. Farenthold . 64 

GAO response to questions for the record by Rep. Farenthold 84 


(III) 




AT A CROSSROADS: THE POSTAL SERVICE’S 
$100 BILLION IN UNFUNDED LIABILITIES 


Thursday, March 13, 2014, 

House of Representatives, 

Subcommittee on Federal Workforce, U.S. Postal 

Service and the Census, 

Committee on Oversight and Government Reform, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 2:27 p.m., in Room 
2247, Rayburn House Office Building, Hon. Blake Farenthold 
[chairman of the subcommittee] presiding. 

Present: Representatives Farenthold, Walberg, Collins, Clay, and 
Lynch. 

Staff present: Ali Ahmad, Majority Professional Staff Member; 
Will L. Boyington, Majority Deputy Press Secretary; Sharon Casey, 
Majority Senior Assistant Clerk; Jeffrey Post, Majority Senior Pro- 
fessional Staff Member; Jaron Bourke, Minority Director of Admin- 
istration; Kevin Corbin, Minority Professional Staff Member; Adam 
Koshkin, Minority Research Assistant; Mark Stephenson, Minority 
Director of Legislation. 

Mr. Farenthold. I would like to begin this hearing by stating 
the Oversight Committee’s Mission Statement. We exist to secure 
two fundamental principles. First, Americans have a right to know 
that the money that Washington takes from them is well spent. 
And second, Americans deserve an effective, efficient government 
that works for them. 

Our duty on the Oversight and Government Reform Committee 
is to protect these rights. Our solemn responsibility is to hold gov- 
ernment accountable to taxpayers, because taxpayers have a right 
to know what they get from their government. 

We work tirelessly in partnership with citizen watchdogs to de- 
liver the facts to the American people and bring genuine reform to 
the Federal bureaucracy. This is the mission of the Oversight and 
Government Reform Committee. 

Today we are going to talk about the Post Office. The Postal 
Service is broke. In the last two years alone, the Postal Service has 
defaulted on $16.7 billion in payments to the Treasury to pay down 
accrued retiree health care liability. In recent years, the Postal 
Service has also temporarily ceased making statutorily required 
pension funding payments to the government. Then, this year, the 
Postal Service was forced to resort to an implementation of an un- 
precedented, exorbitant rate increase as part of a last ditch effort 
to break even. 


( 1 ) 



2 


The rate increase is at best a temporary fix that will improve 
revenue a little now. But higher prices will only encourage cus- 
tomers to transition from more expensive paper mail to virtually 
free electronic communication and commerce. 

Over the last several years, a number of reform plans have been 
put forward to serve the Postal Service and to save the Postal Serv- 
ice, some good, some bad. Last July, the full committee considered 
our own plan, H.R. 2748, the Postal Reform Act, which I believe 
stands the best chance to move the Postal Service forward and into 
financial solvency. 

While I ask my friends on the other side of the aisle to work with 
us on H.R. 2748 and other postal initiatives, such as President 
Obama’s repeated suggestion to move to a modified six-day deliv- 
ery, we are here today to take a step back from debating specific 
legislation and to hear from the experts on the current financial po- 
sition of the Postal Service and the true scope of these unfunded 
liabilities facing the Postal Service. 

As many know, mail volume has declined by more than 25 per- 
cent since 2006. Virtually the entire decline has been attributable 
to the diversion of paper to digital forms of communication. As we 
proceed, this has accelerated more by our economic times. 

Until the last few years, the Postal Service business model has 
been predicated on the idea that paper mail volume would continue 
to increase and the Postal Service would always need to grow. For 
any organization, shifting from expansion to contraction is difficult. 
But the Postal Service has made great strides to increase efficiency 
in the last 15 years. They have right-sized the workforce almost ex- 
clusively through voluntary means. 

However, the Postal Service’s legacy, as a much larger institu- 
tion, will continue to heavily impact its financial future. At the end 
of fiscal year 2013, the Postal Service had unfunded obligations 
and liabilities of more than $112 billion, the vast majority of which 
were directly to postal employees and retirees: $48 billion for re- 
tiree health care, $19 billion for pension and $17 billion for workers 
compensation. 

As we will hear today, even if the Postal Service is able to break 
even in the short term, the agency has no plan under current law 
to ever address even a small fraction of these liabilities. 

I am looking forward to hearing testimony today about the var- 
ious obligations and liabilities and what will happen in the coming 
years if the Post Office cannot afford to address them. Additionally, 
as a strong believer in confronting these financial obligations head- 
on, I am looking forward to hearing testimony from the Defense 
Health Agency to hear how the DOD has been taking steps to en- 
sure the proper funding of TriCare costs for Medicare-eligible retir- 
ees. 

In closing, I would like to thank the witnesses for being here. I 
apologize for the delay. We are at the mercy of a rather fickle 
House voting schedule. 

I now recognize the distinguished ranking member, the gen- 
tleman from Massachusetts, Mr. Lynch, for his opening statement. 

Mr. Lynch. Thank you, Mr. Chairman. Thank you for holding 
this hearing. 



3 


I want to thank the witnesses for their willingness to appear be- 
fore the committee and help us with our work. 

Despite positive developments in the area of revenue growth, the 
U.S. Postal Service clearly remains in dire financial straits. As evi- 
denced by the most recent quarterly financial report, the agency 
experienced a net loss of $354 million for the first quarter of fiscal 
year 2014, marking the 19th out of the last 21 quarters that it has 
reported a loss. 

The Postal Service has also notified Congress that absent the en- 
actment of comprehensive postal reform, it will be forced to default 
on its annual future retiree health benefit payment, when a $5.7 
billion bill becomes overdue on October 1st. This will be the fourth 
consecutive such default. 

Moreover, the Postal Service has reported that it carries a series 
of unfunded liabilities totaling approximately $100 billion. Among 
the specific obligations cited by the agency are an estimated $49 
billion in retiree health benefit funds, $19 billion in civil service 
and Federal employee retirement system costs, $17 billion in De- 
partment of Labor workers compensation payments and a debt 
owed to the United States Treasury with an aggregate principal 
balance of $15 billion. These figures not only evidence the financial 
condition of the U.S. Postal Service that is still grave, but also reit- 
erates the urgent need for Congress to enact a meaningful postal 
reform package that is founded on a bipartisan agreement and 
aims to strengthen the Postal Service by building upon its unparal- 
leled mail network and dedicated workforce. 

In the context of today’s focus on unfunded postal liabilities, I 
would note that we could immediately and significantly reduce the 
Postal Service’s net unfunded liability by addressing the billions of 
dollars in overpayments that the agency has made into the Federal 
Employee Retirement System. In particular, we could require the 
Office of Personnel Management to recalculate the amount of Post- 
al Service FERS overpayment, using a more accurate actuarial for- 
mula that takes into account the unique position, salary growth 
and demographic characteristics of postal employees. 

As reported by the Office of the Postal Service Inspector General 
in September last year, the use of so-called postal-specific assump- 
tions in calculating the Eederal Employee Retirement System over- 
payment would result in a $12.5 billion surplus that could be re- 
turned to the Postal Service and used by the agency to pay down 
its debt and other outstanding obligations. I have already intro- 
duced legislation to this effect in the 113th Congress. H.R. 961, the 
U.S. Postal Service Stabilization Act, has received over 160 co- 
sponsors, including ten Republicans. I urge the committee to move 
this bill forward. 

In addition, we need to revisit the onerous mandate that the 
agency prefund its future retiree health benefits 75 years before it 
is necessary. It is a requirement that is asked of no other corpora- 
tion, public or private, and given that the Postal Service has al- 
ready funded 49 percent of the actuarial liability relating to 
prefunding, it is a requirement that has drastically reduced the 
agency’s cash supply in recent years. 

Now, I understand that the majority has called the Department 
of Defense to testify this afternoon on DOD’s experience in setting 
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aside funds to pay for future retiree health benefits under the 
TriCare for Life program, which is only 39 percent funded. While 
I appreciate the Department’s perspective, I would caution my col- 
leagues against comparing apples to oranges. Importantly, Defense 
Department costs for TriCare for Life are funded through the an- 
nual Congressional appropriations process, while the Postal Service 
is operated as a self-supporting government agency since 1971 and 
does not receive taxpayer dollars. 

In addition, I would note that the health care costs of retired De- 
fense Department personnel are primarily covered by Medicare 
with only supplemental coverage provided under TriCare for Life. 
In contrast, the health care costs of postal retirees are primarily 
covered by plans under the Federal Employee Health Benefit Pro- 
gram, with the Postal Service required to cover the employer’s 
shared costs. 

Mr. Chairman, I look forward to discussing these and other 
issues as we continue to work together to enact comprehensive 
postal reform. I thank you again, Mr. Chairman, for holding this 
hearing and I yield back the balance of my time. 

Mr. Farenthold. Thank you very much, Mr. Lynch. 

Members will have seven days to submit opening statements for 
the record. We will now recognize our panel. 

Mr. Frank Todisco is the Chief Actuary at the U.S. Government 
Accountability Office. Mr. Jeffrey Williamson is Chief Human Re- 
sources Officer and Executive Vice President at the U.S. Postal 
Service. Mr. Robert Moss is Chief of Budget and Resource Manage- 
ment at the Defense Health Agency. And Mr. Joel Sitrin is the 
Chief Actuary in the Office of the Actuary at the U.S. Department 
of Defense. I feel like I need green eyeshades with all these actu- 
aries, but we are excited to have your testimony. 

Pursuant to committee rules, all witnesses will be sworn in be- 
fore they testify. Gentlemen, would you please rise and raise your 
right hand. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth and nothing but the truth? 

[Witnesses respond in the affirmative]. 

Mr. Farenthold. You may be seated. Let the record reflect that 
all witnesses have answered in the affirmative. 

In order to allow time for questions and discussions, we ask that 
you limit your testimony to five minutes. We have your complete 
written testimony here in our folders. So if you will summarize, hit 
the high points and give us a chance to ask you questions, that 
would be the most efficient use of the time. 

In front of you there is a timer that will count down from five 
minutes. When you are about to run out of time the light will go 
from green to yellow, which as it does on the streets, means speed 
up. And then the red light means stop, your time is expired. 

So we will start off with Mr. Todisco, your five minutes begins 
now. 
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WITNESS STATEMENTS 
STATEMENT OF FRANK TODISCO 

Mr. Todisco. Chairman Farenthold, Ranking Member Lynch, 
members of the subcommittee, thank you for the opportunity to tes- 
tify today on the Postal Service’s unfunded liabilities. 

The Postal Service continues to face serious financial challenges 
with insufficient revenue to cover its expenses and financial obliga- 
tions, and the continuing decline of first class mail volume. As 
shown in table 1 of our written testimony, the Postal Service had 
$100 billion of debt and unfunded benefit liabilities at the end of 
fiscal year 2013, consisting of $48 billion for retiree health, $20 bil- 
lion for CSRS pension, $17 billion for workers compensation, the 
$15 billion debt to Treasury and a small surplus, half a billion dol- 
lars for FERS pensions. 

As shown in figure 1 of our written testimony, the total of these 
unfunded liabilities and debt has grown in scale relative to the size 
of the Postal Service’s operations, from 83 percent of postal revenue 
in 2007 to 148 percent in 2013. The extent of prefunding varies by 
program. Prefunding of the Postal Service’s pension benefits has 
been required over decades, so that they are over 90 percent fund- 
ed. Prefunding of retiree health only began in 2007, and the liabil- 
ity is about half funded at present. Workers compensation is pay 
as you go, so the entire liability is unfunded, the three programs 
that are prefunded, CSRS, FERS and retiree health, are all subject 
to different technical rules, regarding such factors as amortization 
periods, assumptions and use of surplus. 

It should be understood that these benefit liabilities are long- 
term estimates that contain a significant degree of uncertainty. As 
such, they are moving targets. But they are still important targets, 
as they represent estimated bills for employee service already ren- 
dered. 

There are several advantages to having the Postal Service 
prefund retirement benefits. These include first, protecting the fu- 
ture viability of the Postal Service by not saddling it with bills 
later on after employees have already retired. Second, protecting 
the retirement benefits of postal employees, retirees and their 
beneficiaries. Fully-funded benefits are more secure than unfunded 
benefits. Third, charging postal ratepayers for the full cost of cur- 
rent services, including retirement accruals. And fourth, protecting 
any third parties that could potentially become responsible for any 
unfunded liability. 

That said, no prefunding approach will be viable unless the Post- 
al Service can make the required payments. There is a balance be- 
tween providing short-term breathing room and protecting all 
stakeholders in the long term. 

In our prior reports, we have addressed several specific issues 
concerning the prefunding of the Postal Service’s pension and re- 
tiree health benefits. Our points have included first, support for the 
use of actuarial assumptions that are specific to the postal work- 
force, subject to third-party recommendation. Second, support for 
modifying the retiree health prefunding schedule in a fiscally re- 
sponsible manner. Third, concern about lowering the retiree health 
prefunding target from 100 percent to 80 percent, which would 
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mean a permanent unfunded liability. And fourth, fixing the cur- 
rent law treatment of FERS surplus in a fiscally responsible man- 
ner. We made specific suggestions in each of these areas that I 
would be happy to discuss. 

Ultimately, the viability of funding promised benefits depends on 
the financial viability of the Postal Service’s underlying business 
model. We continue to recommend that Congress adopt a com- 
prehensive package of actions that will facilitate the Postal Serv- 
ice’s ability to align costs and revenues and to cover all of its finan- 
cial obligations. 

This concludes my prepared statement. I would be pleased to an- 
swer your questions. 

[Prepared statement of Mr. Todisco follows:] 
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Chairman Farenthold, Ranking Member Lynch, and Members of the 
Subcommittee; 

We appreciate the opportunity to discuss the U.S. Postal Service’s 
(USPS) unfunded liabilities. USPS continues to be In a serious financial 
crisis, with insufficient revenue to cover its expenses and financial 
obligations, a continuing decline in profitable First-Class Mail volume, 
increasing unfunded benefit liabilities, and borrowing limitations due to 
having reached its $15 billion statutory debt limit. Attention to USPS’s 
unfunded benefit liabilities is important, as they represent scheduled 
future benefit payments to current and retired employees for which USPS 
has not set aside sufficient money to pay. This testimony focuses on 1) 
the extent to which USPS’s current benefit liabilities are unfunded, and 2) 
the potential impacts of USPS’s unfunded benefit liabilities absent action 
by Congress to address them as well as key policy issues for 
consideration. 

This testimony Is based primarily on reports and testimonies we issued in 
the past 4 years that examined USPS’s financial condition, including its 
liabilities.’ The reports and testimonies cited in this statement contain 
detailed information on the methods used to conduct our work. For this 
testimony, we also updated USPS financial information with results from 
fiscal year 2013, which ended September 30, 2013, The work upon which 
this testimony is based was conducted in accordance with generally 
accepted government auditing standards. Those standards require that 
we plan and perform the audit to obtain sufficient, appropriate evidence to 
provide a reasonable basis for our findings and conclusions based on our 
audit objectives. We believe that the evidence obtained provides a 
reasonable basis for our findings and conclusions based on our audit 
objectives. 


’GAO, U.S. Postal Sen/ice: Health and Pension Benefits Proposals Involve Trade-offs, 
GAO-13-872T (Washington. D.C.: Sept. 26, 2013); U.S. Postal Service: Proposed Health 
Plan Could Improve Financial Condition, but Impact on Medicare and Other Issues Should 
be Weighed t^hyre Approval. GAO'13-650 (Washington. D.C.: July 18, 2013); U.S. Postal 
Service: Status, Finandal Outlook, and Alternative Approaches to Fund Retiree Health 
BeneTits, GAO-13-112 (Washington. D.C.: Dec. 4, 2012); Federal Employees’ 
Compensation Act: Analysis of Proposed Program Changes, GAO-13-108 (Washington, 
D.C.: Oct. 26. 2012). U.S. Postal Service: Allocation of Responsibility for Pension Benefits 
betv/een the Postal Senrice and the Federal Government, GAO-12-146 (Washington, 

D.C.: Oct. 13, 201 1); U.S. Postal Service: Strategies and Options to Facilitate Progress 
toward Financial Viability, GAO-10-455 (Washington. D.C.: Apr. 12, 2010). 


Pagel 


GAO-14-398T 
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Background 


As table 1 showre, at the end of fiscal year 2013, USPS had about $100 
billion in unfunded liabilities for pension, retiree health, and workers' 
compensation benefits as well as outstanding debt. These unfunded 
liabilities have increased by 62 percent since fiscal year 2007. 


Table 1: Selected USPS Uabiiities and Unfunded Retiree Health and Pension Benefit Liabilities, Fiscal Year End 2007 through 
2013 


(Dollars in billions) 

Liabilities Unfunded retiree health and pension liabilities (surplus) 

Outstanding Workers' 


Fiscal Year 

debt 

compensation 

Retiree health 

CSRS* 

FERS* 

Total 

2007 

$4.2 

$7.7 

$55.0 

$3.1 

$(8.4) 

$61.6 

2008 

7.2 

8.0 

53.5 

3.3 

(8.8) 

63.2 

2009 

10.2 

10.1 

52.0 

9.6 

(6.8) 

75.1 

2010 

12.0 

12.6 

46.6 

7.3 

(6.0) 

73.6 

2011 

13.0 

15.1 

46.2 

(1.7) 

(11.4) 

61.2 

2012 

15.0 

17.6 

47.8 

18.7 

(3.0) 

96.1 

2013 

15.0 

17.2 

48.3 

19,8 

(0.5) 

99.8 


Source USPS 

*The Civil Service Retirement System (CSRS) is the federal pension plan that covers most 
employees hired before 1984, and the Federal Employees Retirement System (PERS) covers most 
employees hired in 1984 or later. 

Note; For financial repor^ng purposes. USPS's debt and its workers' compensation liabilities are 
reported as liabilities on USPS's balance sheet. USPS’s unfunded liabilities for pension and retiree 
health benefit are “off-balance-sheet liabilities”; these amounts are disclosed in USPS's financial 
statements but are not reported as liabilities on USPS's balance sheet. USPS does report a liability 
on its balance sheet for the statutorily required prefunding payments into the Postal Service Retiree 
Health Benefits Fund that it did not make; this liability is equal to $16.7 billion for the missed 
payments due during the fiscal years 2011-2013. 


Since fiscal year 2007, USPS has experienced significant financial 
challenges. USPS’s gap between expenses and revenues has grown 
significantly. In fiscal year 2009, we returned USPS to our high-risk list 
due, in part, to a projected loss of $7 billion — and an actual loss of over 
$8.5 billion — in fiscal year 2010.^ Also. USPS did not make retiree health 
benefit prefunding payments totaling $16.7 billion due during fiscal years 


^GAO, High-Risk Series: Restructuring the U.S. Postal Service to Achieve Sustainable 
Financial Viability, GAO-09-937SP (Washington. D.C.; July 28. 2009). 
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201 1 through 2013.® In addition, USPS’s outstanding debt to the U.S. 
Treasury increased from $2.1 billion at fiscal year-end 2006 to its current 
statutory borrowing limit of $15 billion.'* As shown in figure 1, USPS’s debt 
and unfunded liabilities have become a large and growing burden — 
increasing from 83 percent of USPS's revenues in fiscal year 2007 to 148 
percent of revenues In fiscal year 2013. 

USPS’s dire financial condition makes paying for these liabilities highly 
challenging, in the short term, USPS lacks liquidity to fund needed capital 
investments and cannot increase its liquidity through borrowing since 
USPS has hit its $15 billion statutory debt limit. At the end of fiscal year 
2013, USPS held unrestricted cash of $2.3 billion, which it states 
represents approximately 9 days of average daily expenses. This level of 
liquidity could be Insufficient to support operations in the event of another 
significant downturn in mail volume. In the long term, USPS will be 
challenged to pay for Its unfunded liabilities on a smaller base of First- 
Class Mail, its most profitable product. First-Class Mail volume has 
declined 37 percent since It peaked in fiscal year 2001. In addition, 
USPS’s five-year business plan projects this volume will continue 
declining by about 5 to 6 percent annually. 


® Originally due at the end of fiscal year 201 1 , USPS’s $5.5 billion retiree health benefits 
payment was delayed until August 1. 2012. Pub. L. No. 112-74, § 632 (Dec. 23, 2011). 
USPS missed that payment, as well as the $5.6 billion that was due by September 30, 
2012 and the $5.6 billion that was due by September 30, 2013. 

<39U.S,C.§2005<a){2). 
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Figure 1: Selected USPS Liabilities and Unfunded Pension and Health Benefit 
Liabilities as a Percentage of USPS Revenues 

Perc«ntag« of total ravanue 


USPS’s Funding of Its 
Benefit Liabilities 
Varies by Program 


The extent to which USPS has funded its benefit iiabilities varies as a 
result of different statutory funding requirements specific to each benefit 
program as well as USPS’s financial means to make funding payments. 
For example, prefunding of USPS’s pension benefits has been required 
over decades, and as a result, USPS’s pension liability is over 90 percent 
funded. Prefunding USPS’s retiree health benefits began in 2007, and at 
a fairly aggressive pace, and the liability is about half funded at present. 

In contrast, under the Federal Employees Compensation Act (FECA),® 
USPS funds its workers’ compensation benefits on a pay-as-you-go 
basis, pursuant to statutory requirements, so the entire FECA liability is 
unfunded. Also, as discussed further below, the ongoing prefunding 
requirements — i.e., the rules for calculating the amount that USPS must 
pay each year — differ among the pension, retiree health, and workers’ 
compensation programs. 


®FECA, as amended, provides federal employees injured in the performance of duty with 
workers' compensa^on benefits. 5 U.S.C. § 8101. et, seq. 
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For each of the four post-employment benefit programs— Civil Service 
Retirement System (CSRS), Federal Employees Retirement System 
(FERS), retiree health, and workers’ compensation — table 2 illustrates, as 
of the end of fiscal year 201 3, USPS’s liability, the value of the assets that 
have been set aside, the funded percentage, and the unfunded liability. 
The funded percentages are 91 percent for CSRS, 101 percent (i.e., a 
slight surplus) for FERS, 49 percent for retiree health, and 0 percent for 
workers’ compensation. The unfunded liabilities, in order of decreasing 
size, are $48 billion for retiree health, $19 billion for pensions, and $17 
billion for workers’ compensation. These total to about $85 billion, which, 
together with USPS's debt to the Treasury of $15 billion, adds to the $100 
billion of total debt and unfunded liabilities cited earlier. 


Table 2: Selected USPS Benefit Liabilities at the End of Fiscal Year 2013 (Dollars In 
Billions) 



Pension 





CSRS 

FERS 

Pension 

total 

Retiree 

health 

Workers’ 

compensation 

Liability 

$208.8 

$97.4 

$306.2 

$95.6 

$17.2 

Assets 

189.0 

97.9 

286.9 

47,3 

0.0 

Percentage 

funded 

91 

101 

94 

49 

0 

Unfunded liability 
(Surplus) 

19.8 

(0.5) 

19.3 

48.3 

17.2 


Sourc« USPS 


What USPS's Liabilities USPS’s benefit liabilities are actuarial estimates of the present value of a 

Represent portion of the future benefits projected to be paid under each program 

based on formulas in current law. Specifically, for both the pension and 
retiree health programs, the liability includes two pieces: (1) the present 
value of all projected future benefits for current retirees and their 
beneficiaries, plus (2) the present value of a portion of the projected 
future benefits for current employees and their beneficiaries, based on 
employees’ service to date (with each additional year of service adding to 
the liability, such that approximately the full liability is accrued when 
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employees reach retirement).® Contrary to statements made by some 
employee groups and ottier stakeholders, these liabilities do not include 
any amounts for future USPS employees not yet hired or born. The 
workers' compensation liability represents the present value of all 
projected future benefits for former employees who have sustained an 
injury and are eligible for benefits; it does not include a provision for 
projected foture Injuries to current employees. 

These liability measurements depend on a combination of economic and 
demographic assumptions regarding such factors as future investment 
returns, interest rates, inflation, salary increases, medical costs, and 
longevity. These liability measurements inherently contain significant 
degrees of uncertainty, and can change from year to year, both because 
of actual experience differing from the assumptions and because of 
changes to the assumptions themselves, which can occur in response to 
emerging experience and changing conditions. As an example of the 
sensitivity of these liabilities to changes in assumptions, USPS has 
estimated that its $48 billion unfunded liability for retiree health benefits 
could have ranged from $35 billion to $64 billion, solely by varying the 
inflation rate by 1 percent in either direction. 

USPS’s pension and retiree health liabilities are estimated using 
demographic and pay*increase assumptions developed for the federal 
workforce as a whole, rather than assumptions developed for the USPS 
workforce in particular. Some have suggested that USPS’s benefit 
liabilities may be overstated in that the use of USPS-specific assumptions 
would result in a lower liability measurement.^ In 2013, we testified that 
we support using the most accurate numbers possible. We suggested 
that if USPS-specific assumptions are used, the assumptions should 


®For the pension programs, the liability also includes the present value of projected ftjture 
benefits for former employees w^o met the plan's vesting requirements but who have not 
yet retired and started receiving benefits. For the retiree heal&i program, benefit payments 
take the form of USPS’s payment of its share of retiree health premiums. 

^ USPS's Office of Inspector General (OIG) has estimated, based on an analysis of the 
liabilities as of the end of fiscal year 2012, that the use of USPS-specific assumptions 
would have reduced its FERS liability by $9,5 billion, reduced its GSRS liability by $1.3 
billion, and increased its retiree health liability by $2.3 billion, for an overall net total liability 
reduction of $8.5 billion. We have not analyzed USPS OIG’s assumption selection or 
estimates. Also, we have not researched USPS’s workers' compensation liability to 
assess whether there is a similar question with regard to the assumptions underlying that 
estimate. 


Pages 


QAO-14-398T 




15 


continue to be recommended by an independent body (such as OPM's 
Board of Actuaries).* 


Different Funding Rules 
Apply to Different 
Programs 


CSRS 


FERS 


USPS’s ongoing preftjnding contributions are governed by separate rules 
applying to the funding of its CSRS, FERS, retiree health benefit, and 
workere’ compensation liabilities. These separate rules include variations 
in amortization periods, recognition of any surpluses, use of actuarially 
determined versus fixed payments, and actuarial assumptions. 

The Postal Accountability and Enhancement Act (PAEA)® eliminated 
USPS’s agency contributions for CSRS, as the USPS had a CSRS 
surplus at that time. The surplus of $17 billion was transferred to the new 
Postal Service Health Benefits Fund (PSHRBF) to begin prefunding 
USPS's retiree health liability.^* Under current law, USPS is not required 
to make any prefunding contributions for CSRS prior to fiscal year 2017. If 
USPS were to have an unfunded CSRS liability in 2017 (for example, if 
the current unfunded CSRS liability of $20 billion persists), USPS would 
have to begin making prefunding payments to eliminate the unfunded 
liability by September 30, 2043, i.e., over a 27-year amortization period 
from fiscal years 2017 to 2043. If USPS were to have a CSRS surplus as 
of the close of any of the fiscal years ending in 2015, 2025, 2035, and 
2039, the CSRS surplus would be transferred to the PSHRBF. 

For FERS, USPS is annually required to contribute its share of the 
“normal cost" plus an amortization payment toward any existing unfunded 
liability. The normal cost is the annual expected growth in the liability 
attributable to an additional year of employees’ service. The amortization 


®We have also reported on a difference in the assumptions used in calculating the pension 
and retiree health liabilities. The assumptions for determining USPS's funding 
requirements fw CSRS and FERS represent OPM's estimate of future, long-term 
experience, informed by advice from its independent Board of Actuaries. In contrast, key 
economic assumptions for determining USPS’s liability for retiree health benefits are 
based on 10- year historical averages rather than a current long-term economic outlook. 
This divergence developed because of changes to federal accounting standards 
promulgated subsequent to Uie enactment of the Postal Accountability and Enhancement 
Act. GAO-13-872T. 

®Pub. L. No, 109-435, § 102 (Dec. 20. 2006). 

^°An additional $3 billion of savings, accrued due to changes in the estimates of USPS’s 
funding obligations for CSRS. had been placed in escrow and was also transferred to the 
PSRHBF. 
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payment towa^ any unftjnded liability is determined using a 30-year 
amortization period. Since USPS has had a FERS surplus for a number 
of years, It has not had to make any amortization payments, only its 
normal cost payments.'*’ Current law does not provide any provision for 
utilization of any FERS surplus, as discussed further in the next section. 
USPS made FERS normal cost payments of $3.5 billion in fiscal year 
2013. 

Retiree Health Unlike its pension liability, prior to 2007 USPS had been funding its retiree 

health liability on a pay-as-you-go basis — an approach in which USPS 
paid its share of premiums for existing retirees, with no prefunding for any 
future premiums expected to be paid on behalf of current retirees and 
employees. We have drawn attention to USPS's retiree health benefit 
liability over the past decade. In May 2003, the Comptroller General 
testified that USPS’s accounting treatment — which reflected the pay-as- 
you-go nature of its funding — did not reflect the economic reality of its 
legal liability to pay for its retiree health benefits, and that current 
ratepayers were not paying for the full costs of the services they were 
receiving. Consequently, the pension benefits being earned by USPS 
employees — ^whlch were being prefunded — ^were being recovered Wirough 
current postal rates, but the retiree health benefits of those same 
employees were not being recognized in rates until after they retired. The 
Comptroller General testified that without a change, a sharp escalation in 
postal rates in future years would be necessary to fund the cost of retiree 
health benefits on a pay-as-you-go basis. 

In 2006, PAEA established requirements for USPS to begin prefunding its 
retiree health benefits. USPS stated in its 2007 Annua! Report that such 
prefunding was a “farsighted and responsible action that placed the 
Postal Service in the vanguard of both the public and private sectors in 
providing future security for its employees, and augured well for our long- 


”Near the end of fiscal year 2011, USPS temporarily hailed its regular FERS 
contributions that are supposed to cover the cost of benefits being earned by cuirent 
employees in order to maintain its liquidity. However, USPS has since made up those 
missed FERS payments. 

*^GAO, U.S. Postal Service: Key Postal Transformatiorral Issues, GAO-03'812T 
(Washington. D.C.; May 29, 2003). 
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term financial stability,” but also acknowledged that the required 
payments would be a considerable financial challenge in the near term.^^ 

PAEA required USPS to make “fixed” prefunding payments to the 
PSRHBF, ranging from $5.4 billion to $5.8 billion per year, due each fiscal 
year from 2007 through 2016. However, USPS has not made the last 
three required annual payments.’® We have referred to these 10 years of 
required payments as “fixed” because the amounts are specified in 
statute rather than calculated based on an actuarial measurement of the 
liability. In addition to these prefunding requirements, USPS is also 
required to continue paying its share of health benefit premiums for 
current retirees and their beneficiaries, payments USPS has been 
making. USPS paid $2.9 billion for its share of retiree health benefit 
premiums in fiscal year 2013. 

Beginning in fiscal year 2017, USPS’s retiree health prefunding 
requirement switches to an actuarial approach. Each year USPS will be 
required to make an actuarially determined prefunding payment to the 
PSRHBF, and USPS’s share of premiums for then-current retirees and 
beneficiaries will be paid out of the PSRHBF rather than directly by 
USPS. The required prefijnding payment will be equal to the normal cost, 
plus an amount to amortize any unfunded liability (or minus an amount to 
amortize any surplus). The amortization period is to fiscal year 2056 or, if 
later, 15 years from the then current fiscal year. As a result, the retiree 
health benefit prefunding required under PAEA occurs over a period of 50 
years or more, from fiscal years 2007 through 2056 and later— not over a 


’®USPS. United States Postal Service Annual Report 2007, (V\/ashington. D.C.; Nov. 1 5, 
2007). 

’■^USPS’s $5.4 billion retiree health benefit prefunding payment due at the end of fiscal 
year 2009 was reduced to $1.4 billion. Pub. L. No. 111-68, § 164 (Oct. 1. 2009). We 
reported on USPS's retiree health prefunding requirements in GAO-13-112. 

’^Originally due at the end of fiscal year 2011, USPS’s $5.5 billion retiree health payment 
was delayed until August 1, 2012. Pub. L. No. 112-74, § 632 (Dec. 23. 2011). USPS 
missed that payment, as well as the $5.6 billion that was due by September 30, 2012, and 
the $5.6 billion that was due by September 30. 2013. 
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period of just 10 years, as has sometimes been stated.^® However, we 
have reported that the required payments are significantly “frontloaded,” 

In that the total payments required in the first 10 years (fiscal years 2007- 
2016) were significantiy in excess of estimates of what actuarially 
determined amounts would be.^^ 

Workers’ Compensation Federal Employees' Compensation Act (FECA) is the workers’ 

compensation program for federal employees, Including USPS. FECA is 
managed by the Department of Labor (DOL) and provides benefits paid 
out of the Employees’ Compensation Fund to federal employees who 
sustained injuries or illnesses while performing federal duties. USPS 
funds its workers’ compensation under a pay-as-you go system by 
annually reimbursing the DOL for all workers’ compensation benefits paid 
to or on behalf of postal employees in the previous year. USPS 
reimbursed DOL $1.4 billion for fiscal year 2013. 


Impact of Unfunded 
Benefit Liabilities 
Absent Actions by 
Congress to Address 
Them and Key 
Considerations 


Without congressional action to address USPS’s benefit funding issues 
and better align its costs and revenues, USPS faces continuing low 
liquidity levels, insufficient revenues to make annual prefunding 
payments, and increasing benefit liabilities. Deferring funding could 
increase costs for future ratepayers and increase the possibility that 
USPS may not be able to pay for these costs. USPS stated that in the 
short term, should circumstances leave the agency with insufficient cash, 
it would be required to implement contingency plans to ensure that mail 
delivery continues. These measures could require that USPS prioritize 
payments to employees and suppliers ahead of some payments to the 
federal government. For example, as discussed previously, near the end 


^®We have reported that, contrary to statements made by some employee groups and 
other stakeholders, PAEA did not require USPS to prefund 75 years of retiree health 
benefits over a 10-year period. The references to ‘75 years of benefit payments" may 
represent a shorthand description of the benefits being prefijnded. As noted earlier in this 
testimony where we desaibed the composition of USPS's retiree health liability, the 
prefunding target actually covers (1) all projected future benefits for current retirees and 
their benefidaries, plus (2) a portion of projected future benefits for current employees and 
their benefidaries, such portion accruing over the employees’ careers. This prefunding 
target would include some benefits projected to be paid beyond 76 years— -because, for 
example, some current employees can be expected to live beyond 75 more years — but it 
would also exdude some benefits projected to be paid within the next 75 years— because 
it only indudes a portion of the benefits that are expected to ultimately be paid for current 
employees. 

’'GAO-13-112. 
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of fiscal year 2011, in order to maintain its liquidity USPS temporarily 
halted its regular FERS contribution. However, USPS has since made up 
those missed FERS payments. According to USPS, current projections 
indicate that it iaHII be unable to make the required $5.7 billion retiree 
health benefit prefunding payment due in September 2014. USPS has 
stated that Its cash position will worsen in October 2014 when it is 
required to make an estimated payment of $1 ,4 billion to DOL for its 
annual workers’ compensation reimbursement. USPS’s statements about 
its liquidity raise the issue of whether USPS wili need additional financial 
help to remain operational while it restructures and, more fundamentally, 
whether It can remain financially self-sustainable in the long term. 

We have previously reported that Congress and USPS need to reach 
agreement on a comprehensive package of actions to improve USPS’s 
financial viability.’® In previous reports, we have discussed a range of 
strategies and options, to both reduce costs and enhance revenues, that 
Congress could consider to better align USPS costs with revenues and 
address constraints and legal restrictions that limit USPS’s ability to 
reduce costs and improve efficiency.’® We have also reported that it is 
important for USPS to align its expenses and revenues to avoid even 
greater ffnancial losses, repay its outstanding debt, and increase capital 
for investments needed to sustain Its national network.^® In addition, we 
have reported that Congress needs to modify USPS’s retiree health 
prefunding payment in a fiscally responsible manner, and that USPS 
should prefund any unfunded retiree health liability to the maximum 
extent that its finances permit.^’ Implementing strategies and options to 
better align costs with revenues would better enable USPS to be in a 
financial position to fund and pay for its debt and unfunded benefit 
liabilities. 


Key Funding With any unfunded liability comes the risk of being unable to pay for it in 

Considerations future. This risk can be heightened when future revenues are 

declining or highly uncertain, as is the case for USPS. We have reported 


’®GAO-10-455. 

’®GAO-10-465. 

^°GAO-13-347T. 

2’GA0-13-112. 
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on several rationales for prefunding pension and retiree health benefits.^^ 
Some of the same reasoning could be applied to workers’ compensation 
benefits as well. The benefits of prefunding include the following: 

• Achieving an equitable allocation of cost over time by paying for 
retirement benefits during employees’ working years, when such 
benefits are earned. For USPS, this is about equity between current 
and future postal ratepayers. This is in line with helping USPS align 
costs with revenues. An additional consideration here is the “legacy" 
unfunded liability that was not paid by ratepayers in prior years. 

• Protecting the future viability of the enterprise by not saddling it 
with bills later after employees have retired. 

• Providing greater benefit security to employees, retirees, and 
their beneficiaries. Prefunded benefits are more secure against the 
future risks of benefit cuts or inability to pay. 

• Providing security to any third party that might become 
responsible in the event of the enterprise’s inability to pay for 
some or all of the unfunded liabiiity. 

Prefunding decisions also involve trade*offs between USPS’s current 
financial condition and its long-term prospects. While reducing unfunded 
liabilities protects the future viability of the organization, no prefunding 
approach will be viable unless USPS can make the required payments, 
but attempting to do so in the short term could further strain its finances. 
USPS currently lacks liquidity and postal costs would need to decrease or 
postal revenues to increase, or both, to make required prefi^nding 
payments. To the extent prefunding payments are postponed, larger 
payments will be required later, when they likely would be supported by 
less First-Class Mail volume and revenue. 

In 2012, we developed projections of USPS’s future levels of liability and 
unfunded liability for its retiree health benefits. These projections showed 
that current law would result in a significant reduction of USPS’s future 


22GAO-13-112. 
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unfunded liability if USPS resumed making the required payments.^^ 
However, USPS has indicated that it does not expect to make any of the 
remaining fixed prefunding payments, through fiscal year 2016, an 
intention that means its unfunded liability would increase and its future 
payments would be greater. 

From the perspective of all USPS’s post-employment benefit programs, 
any relaxation of funding requirements in the short term — for example, by 
suspending retiree health prefunding for a period of yeare — will result in a 
higher overall unfijnded liability for these programs in total. Nonetheless, 
Congress has to consider the balance between (1) providing USPS with 
liquidity that provides breathing room in the short temi in order to 
restructure its operations for long-term success, and (2) protecting USPS, 
its employees and retirees, and other stakeholders in the long term by 
funding its liabilities for benefits that have already been earned or 
accrued. 

It is also important to note that unfunded liabilities can be reduced in 
either of two ways. An unfunded liability is the difference between the 
liability and its supporting assets. As such, an unfunded liability can be 
reduced by increasing the amount of assets (i.e., through prefunding), but 
it can also be reduced by decreasing the size of the liability, such as by 
decreasing benefit levels or USPS’s share of such benefit costs, where 
such a reduction is deemed to be feasible, fair, and appropriate. We have 
reported on proposals to increase the integration of USPS’s retiree health 
benefits with Medicare, which would have the effect of reducing USPS’s 
liability but would also involve other policy considerations.^^ 

In our prior reports, we have identified funding issues related to USPS's 
unfunded liabilities that remain unresolved and have identified potential 
methods for addressing these issues; 

• Actuarial assumptions: We support making the most accurate 

measurements possible of USPS's benefit liabilities, and support the 
development and use of assumptions specific to USPS's population of 


^^More specifically, we modeled a modified version of current law tfiat assumed that 
USPS’s missed prefunding payments for fiscal years 2011 and 2012 would be waived and 
that USPS would resume making required payments in fiscal year 2013. USPS 
subsequently failed to make its $5.6 billion payment due by September 30, 2013. 

2^GA0-1 3-658. 
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plan participants.^® We have suggested that if USPS-specific 
assumptions are used, that the assumptions should continue to be 
recommended by an independent body, such as OPM's Board of 
Actuaries. 

• Fixed versus actuarially determined payments: We have reported that 
the retiree health prefunding schedule established under PAEA was 
significantly frontloaded, with total payment requirements through 
fiscal year 2016 that were significantly in excess of what actuarially 
determined amounts would be.^® We added that Congress needs to 
modify these payments in a fiscally responsible manner. We support 
proposals to replace the fixed payments with actuarially determined 
amounts. 

• Funding targets: We have expressed concern about proposals to 
reduce the ultimate funding target for USPS’s retiree health liability 
from the current target of 1 00 percent down to 80 percent. Such a 
reduction would have the effect of carrying a permanent unfunded 
liability equal to roughly 20 percent of USPS's liability, which could be 
a significant amount.^ if an 80 percent funding target were 
implemented because of concerns about USPS’s ability to achieve a 
100 percent target level within a particular time frame, an additional 
policy option to consider could include a schedule to achieve 100 
percent funding in a subsequent time period after the 80 percent level 
is achieved. 

• FERS surplus: Under current law, USPS’s payments to FERS 
increase, appropriately, when USPS has an unfunded FERS liability, 
but USPS realizes no financial benefit when it has a FERS surplus. 
We have reported that we would support a remedy to this asymmetric 
treatment, but we have reported on important trade-offs to consider 


2®GA0-13-872T. 

^®GAO-13-112. 

^^For example, USPS’s retiree health benefit liability at the end of fiscal year 2013 was 
$95.6 billion. Twenty percent of that is $19.1 billion. 
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for different types of remedies.^® White the most recent estimate 
shows a relatively small FERS surplus for USPS — an estimated $0.5 
billion — USPS has stated that it believes its FERS surplus would have 
been substantially larger if its FERS liability had been estimated using 
postal-specific demographic and pay increase assumptions.^® A 
conservative approach to permit USPS to access any FERS surplus 
would be to use It to reduce USPS’s annual FERS contribution by 
amortizing the surplus over 30 years (which would mirror the legally 
required treatment of an unfunded FERS liability). Another approach 
would be to reduce USPS’s annual FERS contribution by offsetting it 
against the full amount of surplus each year until the surplus is used 
up; this would be comparable to what occurs for private-sector 
pension plans. We have previously suggested that any return of the 
entire surplus all at once should be done with care, given the inherent 
uncertainty of the estimated liability and the existence of USPS’s other 
unfunded liabilities.®® A one-time-only return of the entire surplus 
should be considered as a one-time exigent action and only as part of 
a larger package of postal reforms and restructurings. Any provision 
that would return a surplus whenever one developed would likely 
eventually result in an unfunded liability. 

in conclusion, we again emphasize that deferring funding liabilities in 
benefit programs could increase costs for future ratepayers and Increase 
the possibility that USPS may not be able to pay for its benefit costs, and 
that USPS should work to reduce its unfunded liabilities to the maximum 
extent that its finances permit. Ultimately, however, the viability of funding 
promised benefits depends on the financial viability of USPS’s underlying 
business model. We continue to recommend that Congress adopt a 
comprehensive package of actions that will facilitate USPS’s ability to 
align costs with revenues based on changes in the workload and the use 
of mail. 


^®GAO. Responses to Questions for the Record; Committee on Homeland Security and 
Governmental Affairs, February 13. 2013, Hearing on “Sc^utions to the Crisis Facing the 
U.S. Postal Serv/ce" (Washington, D.C.: Apr. 5, 2013). GAO. Responses to Questions for 
the Record; Committee on Homeland Security and Govemmenfa/ Affa/Vs, September 26, 
2013, Hearing on “Outside the Box: Reforming and Renewing the Postal Service, Pari II - 
Promoting a 21st Century Worfcfo/ce” (Washington, D.C.: Nov. 21, 2013). 

^®United States Postal Service, 2013 Report on Fonn 10-K (Washington, D.C.: Nov. 15, 
2013) 32. 

®°GAO-13-872T. 
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Chairman Farenthold, Ranking Member Lynch, and Members of the 
Subcommittee, this concludes my prepared statement. I would be 
pleased to answer any questions that you may have at this time. 
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Mr. Farenthold. Thank you very much. We will finish with the 
testimony before we get to questions. 

We will now go to Mr. Williamson. 

STATEMENT OF JEFFREY WILLIAMSON 

Mr. Williamson. Good afternoon, Chairman Farenthold, Rank- 
ing Member Lynch and members of the subcommittee. My name is 
Jeffrey Williamson, and I am the Chief Human Resources Officer 
and Executive Vice President at the U.S. Postal Service. Thank 
you, Mr. Chairman, for calling this important hearing today to dis- 
cuss the Postal Service’s unfunded liabilities. 

As we have stressed over the past several years, the Postal Serv- 
ice urgently needs comprehensive reform legislation. We greatly 
appreciate the efforts of both the House and the Senate oversight 
committees to date, and we strongly urge Congress to pass com- 
prehensive reform legislation this year. 

The Postal Service continues to do its part within the bounds of 
existing law to place the organization in a sound financial footing. 
We are positively pleased with our results. 

We reduced our costs by a billion dollars in 2013, and in total 
by $15 billion since the passage of the Postal Accountability and 
Enhancement Act in 2006. In addition, we have grown revenue by 
almost a billion dollars in 2013, which is the first revenue growth 
we have seen since 2008. We are especially proud of our employees, 
who are determined to do their part to ensure the long-term viabil- 
ity of the Postal Service through continued revenue growth and 
cost cutting, without sacrificing their commitment to high degrees 
of service, both from customers and the delivery standpoint. 

Despite our efforts and our hard work, we cannot return the or- 
ganization to profitability or secure our long-term financial outlook 
without the passage of comprehensive reform legislation. The lin- 
gering effects of the great recession and the related impact of dig- 
ital diversion continue to negatively impact financial results. And 
the pressure of significant unfunded liabilities continues to leave 
the Postal Service in a dire financial situation. 

We ended fiscal year 2013 with a net loss of $5 billion and liabil- 
ities of $61 billion. As we ended first quarter of 2014, we experi- 
enced a net loss of $354 million and saw liabilities grow to $63 bil- 
lion, which exceeded our assets by approximately $40 billion. 

It is important, however, to consider items not included on our 
GAPP financial statement. The major factors contributing to our 
unfunded liabilities include retiree health benefits, pension obliga- 
tions, workers compensation and debt to the treasury. 0PM has 
calculated a total unfunded retiree health benefit liability of $48.3 
billion, which is greater than the $18.1 billion which is shown on 
our GAPP accounting statement, which represents only the statu- 
torily prefunded obligations we have defaulted on. 

We have proposed a solution to this retiree health benefit which 
requires FEHB programs to set aside health care plans that will 
fully integrate with Medicare for current and future postal retirees, 
which would virtually eliminate this future unfunded liability. 
From a pension standpoint, 0PM has estimated a FERS surplus of 
half a billion dollars, rather than the $6 billion surplus that would 
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exist if postal-specific salary growth and demographic assumptions 
were used. 

While addressing the current surplus, and returning it to the 
Postal Service is critical, a long-term solution does exist, which 
would be to create a defined contribution system similar to the TSP 
system that is currently within the FERS program. 

Employee safety and injury prevention is also a top priority. Un- 
fortunately, given the size and the nature of our workforce, some 
employees do get injured. The Postal Service has an unfunded li- 
ability of $15.9 billion at the end of quarter one on workers com- 
pensation. And while we continue to work with our employees to 
bring them back to productive work, we ask for a EECA reform 
that would allow us to further reduce this liability. 

Due to constraints that can only be lifted through legislation, the 
organization has been forced to borrow to its $15 billion statutory 
obligation. Without legislative change, the Postal Service is almost 
certain to default on its upcoming $5.7 billion retiree prefunding 
payment. 

We also will continue to struggle with low levels of liquidity, 
which on December 31st of 2013 represented only 14 days of aver- 
age operating expense. A private sector company of comparable size 
could have as much as five times that amount. 

The bottom line is the Postal Service’s total obligations exceed 
our assets by approximately $90 billion. While these imbalances 
are substantial, it is important to note the Postal Service has sub- 
stantially funded many of these liabilities. And with comprehensive 
reform legislation, we will be able to fulfill our obligations to the 
American people and our employees. 

The problems we face are significant, but they are solvable. With 
help from Congress, we are confident that the future of the Postal 
Service can be very bright. 

Mr. Chairman, we look forward to continuing the work with you 
and the subcommittee to accomplish meaningful postal reform and 
I am pleased to answer any questions you may have. 

[Prepared statement of Mr. Williamson follows:] 
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Good afternoon, Chairman Farenthold, Ranking Member Lynch, and members of the Subcommittee. My 
name is Jeffrey Williamson and I serve as Chief Human Resources Officer and executive vice president 
of the U.S. Postal Service. In this role, i oversee all aspects of Human Resources for the entire postal 
workforce. Including the Labor Relations and Employee Resource Management functions. 

Thank you, Mr. Chairman, for calling this important hearing on the Postal Service’s substantial unfunded 
liabilities. I am pleased to be here to discuss this important matter. As we have stressed over the past 
several years, the Postal Sen/ice urgently needs comprehensive reform legislation. As you are aware, 
last summer the House Oversight and Governmental Reform Committee passed H.R. 2748, the Postal 
Reform Act of 2013. In addition, last month, the Senate Homeland Security and Governmental Affairs 
Committee passed its version of postal reform legislation, S. 1486, the Postal Reform Act of 2014. We 
greatly appreciate the efforts of both the House and Senate oversight committees, and we strongly urge 
Congress to pass comprehensive reform legislation this year. 

The Postal Senrice continues to do its part within the bounds of existing law to place the organization in a 
favorable financial position, and we are proud of the achievements we have made to reduce costs while 
significantly growing our package business. We are especially proud of our employees, who are 
determined to do their part to ensure the long-term viability of the Postal Service by growing revenue and 
cutting costs without sacrificing their commitment to high levels of delivery and customer service. 

Despite all of our efforts and the hard work of our employees, we cannot return the Postal Service to 
profitability, nor can we secure our long-term financial outlook without the passage of comprehensive 
reform legislation. Our current business plan (available for viewing on usps.com) clearly demonstrates 
that management actions combined with comprehensive legislative reform is the only option for restoring 
the financial viability of the Postal Service. 
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USPS FINANCIAL CONDITION 


Last year’s financial results — and the results of the first quarter this year— illustrate the dire financial 
condition in which the Postal Service finds itself. 

We ended Fiscal Year (FY) 2013 {Oct. 1, 2012 - Sept. 30, 2013) with a net loss of $5 billion and liabilities 
of $61 billion, which exceeded assets by approximately $40 billion. As we ended the first quarter of fiscal 
year 2014, we experienced a net loss of $354 million and saw our liabilities grow to $63 billion. The 
Postal Service has incurred a net loss in 19 of the last 21 quarters, highlighting the need to continue to 
capitalize on growth opportunities and cost reduction initiatives. The only two quarters during which the 
Postal Service did not incur a loss were the quarters in which Congress modified its retiree health benefits 
prefunding requirements. {Figure 1) This trend underscores the critical need for comprehensive reform 
legislation that provides a long-term solution to our financial challenges. 


Figure 1 
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In FY 2013, the Postal Service achieved its first revenue growth since 2008. This growth was driven by 
an 8 percent, or $923 million increase in our package business, and a 3 percent, or $487 million increase 
in Standard Mail. Growth in our package business was fueled by our Priority Mail simplification and 
enhancement efforts. Marketed to customers as the Priority You campaign, we improved our package 
tracking system, added free insurance, and introduced day specific delivery dates. We also formed a 
strategic partnership with Amazon to test Sunday package delivery in select markets, and we are 
exploring similar partnerships with other companies. 
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standard Mail revenue increases resulted from new InrKwative product offerings and a strong election 
mail season. In response to the changing needs of our customers we developed new products such as 
Every Door Direct Mall (EDDM) and EDDM Retail, EDDM is a saturation Standard Mail product with 
simplified addressing and acceptance requirements that allows local retailers and businesses to reach 
current and potential customers effectively and affordably. To capitalize on the advertising industry’s 
increasing adoption of integrated campaigns, we launched seven promotions last year to encourage 
digital and mail integration. 

While last year’s operating revenue — excluding a $1.3 billion non-cash accounting adjustment— was $66 
billion compared to $65.2 billion in 2012, the continued effects of the Great Recession on consumer and 
business behavior and the impact of digital diversion continues to negatively Impact financial results. This 
is especially true for First-Class Mail, our most profitable product. In FY 2013, First-Class Mail revenue 
dropped $704 million or 2.4 percent on a 4.1 percent decrease in volume. In the first quarter of fiscal year 
2014, First-Class Mail revenue decreased $209 million or 2.8 percent. The decline in correspondence 
and bill payment volumes was the largest contributor to these losses. In fact, total mail volume in 2013 
declined by another 1.4 billion to 158.4 billion — as compared to 159.8 billion in 2012 — and has declined 
25 percent from 2007 to 201 3. (Figure 2) 


Figure 2 


Mail Volume Trend 



As the Postal Service simplified and enhanced products to minimize volume declines and to grow 
revenue, reducing expenses remained a priority. Total operating expenses were $72.1 billion in 2013, 
compared to $81.0 billion in 2012. Much of the operating expense decrease occurred because the 2013 
retiree health benefits (RHB) prefunding expense was $5.6 billion, compared to $1 1 . 1 billion in 2012. In 
both 2012 and 2013, the Postal Service was unable to pay the RHB prefunding expenses. Expenses in 
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2013 were also favorably impacted by rising interest rates, which reduced the net present value of our 
workers’ compensation liability by $1.7 billion. In total, workers' compensation expenses declined by $2.7 
billion. Setting aside the workers' compensation expense decline and separation costs of $351 million 
that we incurred to incentivize employees to retire or resign, operating expenses declined by $900 million 
from $67.4 billion in 2012 to $66.5 billion in 2013. 

in 2013, the Postal Service consolidated 143 mail processing facilities, modified retail hours to two, four, 
or six hours at nearly 8,000 Post Offices to better align operating hours with customer demand, 
consolidated 51 0 delivery units, and utilized all workforce flexibility available under the terms of our union 
contracts. These efforts resulted in a decrease of 12 million work hours, or 1 . 1 percent, despite an 
increase of approximately 774,000 delivery points last year. These combined efforts allowed us to 
capture approximately $1 billion of savings in 2013. Amidst these efforts to rightsize the Postal Service, 
our productivity did not suffer. In fact, total factor productivity improved by 1.9 percent last year, and as I 
mentioned earlier, our employees continued to deliver high levels of service performance. 

As noted above, 2013 expenses included a required $5.6 billion contribution to RHB that the Postal 
Service was unable to make. Absent legislation, the Postal Service will almost certainly be forced to 
continue to default on these payments, the next of which is a $5.7 billion payment scheduled for 
September 30, 2014. 

LEGISLATIVE REQUIREMENTS 


Despite the Postal Service implementing a number of strategies that resulted in approximately $15 billion 
in annual expense reductions since the Postal Accountability and Enhancement Act (PAEA) was passed 
in 2006 and recent revenue growth, the combination of onerous mandates in existing law and continued 
First-Class Mail volume declines threatens the organization's financial viability. Initiatives undertaken by 
postal management will not, by themselves, be sufficient to ensure both immediate and long-term 
financial stability. Congressional action is necessary. 

The legislative requirements put fonvard by the Postal Service, as outlined in our 2013 Five-Year 
Business Plan, include: 

• Require within the Federal Employees Health Benefit (FEHB) Program, a set of specific health care 
plans that would fully integrate with Medicare and virtually eliminate the retiree health benefits (RHB) 
unfunded liability, 

• Refund FERS overpayment and adjust future FERS payment amount using postal-specific 
demographic and salary growth assumptions. 

• Adjust delivery frequency (six-day packages/five-day mail). 
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• streamline governance model and eliminate duplicative oversight. 

• Provide authority to expand products and services. 

• Require defined contribution retirement system for future postal employees. 

• Require arbitrators to consider the financial condition of the Postal Service. 

• Reform Workers' Compensation. 

• Allow the Postal Service the right to appeal EEOC class action decisions to Federal Court. 

Many of these legislative requirements are directly related to the Postal Service’s ability to address the 
unfunded liabilities that I will outline today. 

UNFUNDED LIABILITIES 


The Postal Service's financial crisis is even more severe than what the ongoing pattern of annual net 
losses on our income statement indicates. As shown on our balance sheet, there is a critical imbalance 
between our assets and liabilities, with liabilities totaling nearly three times our available assets. As of 
December 2013, the Postal Sen/ice had $23 billion in assets and $63 billion in liabilities on its balance 
sheet that is prepared in accordance with Generally Accepted Accounting Principles (GAAP). {Figure 3) 
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Figure 3 


This imbalance can only be addressed through legislative reform. Without legislative change the Postal 
Service will almost certainly default on another required $5.7 billion retiree health benefits prefunding 
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payment due by September 30, 2014, and the Postal Service will continue to struggle with a very low 
level of liquidity. Our most recent calculations reveal that, as of September 30, 2013, we had available 
liquidity of $3.8 billion, representing only 14 days of ava-age daily operating expenses. A healthy private 
sector firm of comparable size would have more than five times the available liquidity. 

Even with the (temporary) exigent price increase implemented on January 26, 2014, we project that our 
liquidity will remain dangerously low for the foreseeable future. In the event of insufficient cash, the 
Postal Service would be required to implement contingency plans to ensure that all mail deliveries 
continue. These measures could require the Postal Senrice to prioritize payments to employees and 
suppliers ahead of some payments to the federal government. 

In order to more fully understand the dire financial situation, however, it is important to consider items not 
Included on our GAAP balance sheet. (Figure 4) 
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Figure 4 

This chart shows our total unfunded retiree health benefits liability of $48.3 billion ($95.6 billion in 
liabilities versus $47.3 billion in assets) as of September 30, 2013, as calculated by the Office of 
Personnel Management (OPM), rather than the $18.1 billion reflected on our GAAP balance sheet, which 
represents only the statutorily required retiree health benefit fund payments that the Postal Service has 
been forced to miss. The chart also includes OPM's estimate of our GSRS unfunded liability of $19.8 
billion ($208.8 billion in liabilities versus $189.0 billion in assets), which is also not reflected on our 
balance sheet. Further, it reflects OPM’s estimate of our FERS surplus, of $0.5 billion ($97.4 billion of 
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liabilities versus $97.9 billion in assets), rather than the estimated $6.0 billion that would exist if postal- 
specific salary growth and demographic assumptions were used in the calculation. This chart also 
demonstrates that total obligations exceed assets by approximately $90 billion. While the imbalances are 
substantial, it is important to note that the Postal Service has significantly funded these liabilities, and with 
legislative reform we will have essentially fully funded these liabilities. As information, the “other” 
category includes such items as accounts payable, customer deposits, contingent liabilities, outstanding 
money orders, deferred gains on the sale of property, and long-term capital lease obligations. 

The following sections describe the Postal Service’s largest liabilities and initiatives we have proposed to 
provide long-term solutions to our financial challenges. 


A. Retiree Health Benefits (RHB) 


Currently, approximately 20 cents of every revenue dollar the Postal Service takes in goes toward health 
care expenses. This major component of our total operating cost is second only to wages, and is largely 
outside of our control. Total health care cost for 2013 was $13.4 billion, which includes $4.9 billion for 
current employees, $2.9 billion for retirees, and $5.6 billion for RHB prefunding. As illustrated in Figure 4, 
the Postal Service has a very large unfunded liability for RHB benefits. By 2014, we project the total 
liability to be $95.9 billion, with an unfunded liability of $46.8 billion. (Figure 5) 


Savings from Current USPS Healthcare Proposal with Pull Integration of 
Medicare Part A B and D 
(in Billions) 


PAEA 

(Today) 

fvtedicafe 
Integration 
liTside FEMB 
(Proposed) 

Estimated 2014 Liability for current plan using 0PM 
funding assumptions 

$95.9 B 

$95.9 B 

Non-Msdicare Annuitants and Survivors assumed to 
enrdi in Medicare A & B with no penalty 


($20 7 B) 

Additional savings from EGWP (Medicare Part D) 
plan for Post-65 enroiiees 


($23 1 B) 

Total Savings 


$43 8 8 

Estimated 2014 Liability 

$95.9 B 

$51.1 B 

Estimated 2013 RHB Fund Assets 

$48.8 8 

$48.1 B 

Estimated 2014 Unfunded Lfabliity 

$46.8 B 

$3.0 B 


This chart above demonstrates differences erf how the integration of health care 
wifiT Medicare reduces USPS' rwncBning unfunded retiree health benefits from 
S46.8 B to approximately $3 B. 


Figure 5 


- 7 - 



34 


in order to address the Postal Service’s long-term financial stability, it Is absolutely essential to deal with 
the root cause of the problem — the size of the RHB liability, which is dictated by the costs the Federal 
Employees Health Benefits (FEHB) Program incurs in providing health care benefits to our annuitants. 
Moving to a system in which our annual prefunding payments are actuarially-based, and allowing the 
existing assets in the RHB fund to be used to pay annuitant premiums more quickly than is contemplated 
under current law, are important aspects of comprehensive reform legislation. However, these reforms 
are insufficient by themselves, because they do nothing to reduce the size of the RHB liability. Even if the 
prefunding payments are changed to an actuarial basis with a longer amortization schedule, they will still 
be unaffordable without changes to address the Postal Service's unnecessarily high health care costs. 

By addressing the costs of providing RHB directly, we can almost completely eliminate the unfunded 
liability associated with those benefits. The way to do this is by properly integrating retiree health care 
benefits with Medicare, so that Medicare becomes the primary payer of health care claims for eligible 
annuitants and covered family members, with FEHBP being the secondary payer. Under FEHBP, 
Medicare-eligible individuals are not required to enroll in Medicare. Ten percent of Postal Service retirees 
are not enrolled in Part A, and 24 percent are not enrolled in Part B. This failure to integrate fully with 
Medicare is despite the fact that the Postal Service and its employees are the second-largest payer into 
Medicare, contributing $27 billion since 1983, and has resulted in significantly higher retiree health care 
costs and liabilities. Failing to properly integrate our retiree health benefits with Medicare increases the 
Postal Service's FEHBP costs, and is contrary to the virtually universal practice among private sector 
employers and state and local governments that provide health care benefits for their retirees. 

The Postal Service has worked extensively with all stakeholders to develop a proposal that would ensure 
proper integration with Medicare Parts A, B, and D within the structure of FEHBP. Under this proposal, 
Postal Service employees and annuitants would remain in FEHBP, and their health care benefits would 
still be administered by 0PM. FEHBP carriers that have more than 5,000 postal participants (active and 
retired) in their plans would be segregated from the rest of FEHBP. These carriers would establish rates 
for Postal Service employees and annuitants based on a separate, postal-only claims pool. Postal 
Service Medicare-eligible annuitants (and covered family members) covered by those carriers would be 
required to enroll in Medicare Parts A and B, and the carriers would provide prescription drug benefits to 
Medicare-eligible individuals through Medicare Part D Employer Group Waiver Plans (EGWPs). These 
requirements, in combination with the separate claims pool, would lead to lower FEHBP premiums for 
Postal Service employees and annuitants. 

This proposal would almost completely eliminate the current unfunded RHB liability, and would make 
future amortization payments manageable {Figure 5). Properly integrating our health care with Medicare, 
consistent with the universal practice of private sector employers, is the only way to reduce our liability 
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and make retiree health benefits an affordable proposition for the Postal Service moving forward. This, in 
turn, will ensure that we can continue to fulfill our commitment to employees and retirees to provide those 
benefits. 


B. Pension Obligations 


Based on their starting date of employment, career Postal Service employees primarily participate in the 
Civil Service Retirement System (CSRS) or the Federal Employees Retirement System (FERS). The 
obligations of the Postal Service under either of these pension systems are set by statute or implementing 
regulations, and are outside the control of the Postal Service under current law. In that regard, while the 
Postal Service has overfunded its obligations for FERS, and has funded 91 percent of its CSRS 
obligations, there is a problem looming on the horizon, which is described later in my testimony. That 
problem will further exacerbate the precarious financial condition of the Postal Service unless Congress 
enacts comprehensive postal legislation that addresses our long term costs. 


Civil Service Retirement System (CSRS1 

CSRS is a defined benefit plan, which is closed to new participants, and covers most federal employees 
who first entered a covered position prior to January 1, 1984. CSRS provides a basic annuity toward 
which the Postal Service and the employee contribute at rates prescribed by law. Effective October 2006, 
the PAEA suspended the Postal Service's obligation to make employer contributions to the Civil Service 
Retirement and Disability Fund (CSRDF) until 2017. At that time, 0PM will perform an actuarial valuation 
to determine whether additional payments are necessary. 


The Postal Service's CSRS liability is 91 percent funded. This is a higher funding percentage than the 
remainder of the Federal Government and a mechanism to fully fund the Postal Service's liability exists 
under current law. As of December 2013, the Postal Service's unfunded liability for CSRS, as estimated 
by OPM's actuarial calculations, is $19,8 billion. (Figure 6) 
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In accordance with the provisions of the PAEA, OPM will, in 201 7, perform an actuarial valuation of the 
CSRS liability and establish an amortization schedule to be paid through 2043. it is currently estimated 
that the required amortization payment will be approximately $1.6 billion per year. This amortization 
payment, in combination with the ongoing retiree health benefits obligation will simply be unaffordable. If 
the Postal Service is ever going to be in a position to assume yet another substantial payment, enactment 
of comprehensive reform legislation that addresses the Postal Service's other liabilities is essential. 

Federal Employees Retirement System IFERSI Overpayment 

Effective January 1, 1987, career Postal Service employees hired after December 31, 1983, are covered 
by the Federal Employees Retirement System Act of 1986, except for those covered by Dual CSRS. Also 
included are employees formerly covered by CSRS who elected in either 1987, 1988, or 1998 to 
participate in FERS. 

FERS consists of Social Security, a basic annuity plan (defined benefit plan), and Thrift Savings Plan 
(TSP) (defined contribution plan). The Postal Service and the employee contribute to Social Security and 
the basic annuity plan at the rates prescribed by law. The Postal Service is required to contribute to TSP 
a minimum of 1 percent per year of the basic pay of employees covered by this system. It also matches a 
voluntary employee contribution up to 3 percent of the employee’s basic pay, and 50% of an employee’s 
contribution of between 3 percent and 5 percent of basic pay, 

OPM has determined that the Postal Service has overfunded our obligation to FERS by $0.5 billion, as of 
September 30, 2013. This analysis applied government-wide salary increase and demographic 
assumptions to the Postal Service, (Figure 7) 
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In December 2012, the Postal Service Office of the Inspector General (OIG) issued an update to a 
previously released white paper on the causes of the FERS surplus. The OIG reported that demographic 
and salary growth differences between postal employees versus other federal employees impacted the 
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calculation of the FERS liability estimate, resulting in a higher liability being attributed to the Postal 
Service than was warranted. The OIG specified that Postal Service employees have distinguishing 
characteristics (termination, retirement, disability, death, life expectancy, and health care plan elections) 
and salary growth expectations that are significantly different from the rest of the federal employee 
population and that 0PM does not take these factors into consideration when applying actuarial 
assumptions. The Postal Service agrees with the major conclusions in the OIG's report. 

We believe that 0PM should take the following actions: first . 0PM should use postal-specific 
demographic Information and salary growth assumptions to calculate the FERS liability, second , in order 
to prevent excessive surpluses from accumulating in the future, 0PM should adjust the Postal Service’s 
future FERS contribution rate to take into account postal-specific demographic information and salary 
growth assumptions, and third, once calculated, the current surplus should be refunded to the Postal 
Service. The Postal Service, using postal-specific demographic information and salary growth 
assumptions, estimates the FERS overfunding amount to be approximately $6 billion. 

Directing 0PM to utilize postal-specific demographic information and salary growth assumptions in 
calculating the FERS surplus and returning the full amount of that surplus to the Postal Service is 
important The Administration agrees with this approach, as reflected in its 2015 budget proposal, which 
requires 0PM to calculate FERS costs using actuarial assumptions and demographics specific to the 
Postal Service workforce. 

Retirement System for Future Employees 

Addressing the FERS overfunding issue today is critical. However, just as important is developing a 
solution to address pension liabilities for future employees. The Postal Service is changing, and so are 
our employees and their career expectations. Employees joining the Postal Service today will likely have 
different career paths than our cunent employees. We need to provide a retirement system that better 
matches benefits with long-term employee needs, while ensuring that the system is financially viable. 

The defined benefit portion of FERS leaves the Postal Service with little ability to control future costs and 
leaves employees with limited investment and portability options. We should provide a defined 
contribution retirement system that benefits both the employee of the future and the Postal Service. The 
TSP portion of FERS does this very thing. 

The Postal Service is proposing a new defined contribution retirement system, for future employees only, 
for the following reasons: 

• The ability to meet obligations under the Postal Reorganization Act (PRAi. 

The Postal Service is required to provide wages and benefits comparable to those provided in the 
entire private sector. The FERS system is not comparable to pension programs in the entire private 
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sector and is more costly. Permitting this move would allow the Postal Service, like the private 
sector, to adjust to market conditions by modifying plan design, portability, provider services, 
employee engagement and other factors. 

• The Postal Senrice's employee base is chanaina. 

Our emerging workforce is younger and less likely to stay with one employer for their entire career, as 
most of our established employees have done. This type of portable and flexible retirement program 
holds a greater appeal for the younger demographic. 

• Permits a reduction in labor costs. 

The Postal Service is a labor intensive organization, with labor costs making up the majority of our 
total costs. Benefit costs constitute approximately half of total labor costs when RHB prefunding is 
included. We cannot resolve our fiscal problems without addressing this issue. 

A defined contribution retirement system for future employees would help ensure that the Postal Service 
remains financially viable, and can therefore fulfill its obligations not only to future employees, but to 
retirees and current employees as well. It should be noted that this change would not impact the existing 
retirement systems for current employees. The new system would be implemented for newly hired 
employees in the future. 

C. Workers’ CompenBation 

A top priority for the Postal Senrice is employee safety and injury prevention. We have a safety 
philosophy that all accidents are preventable. We believe it is our responsibility to provide safe working 
conditions in all of our facilities and to train and develop a safe workforce. We work closely with our 
unions to support safe working conditions through national, regional and local safety committees. 
Unfortunately— with the size of our workforce and the occasional hazards encountered while meeting our 
universal service obligation, such as walking, driving and loading equipment in snow, ice and rain 
conditions — some employees do get injured. 

Postal employees injured on the job are covered by the Federal Employees, Compensation Act (FECA), 
administered by the Department of Labor (DOL) Office of Workers’ Compensation Programs (OWCP), 
which makes all decisions regarding injured workers’ eligibility for benefits. The Postal Service annually 
reimburses the DOL for all workers’ compensation benefits paid to or on behalf of postal employees, and 
pays an administrative fee to DOL. In October 201 3, the Postal Service paid OWCP $1 .4 billion, 
including an administrative fee of $68 million. 


- 12 - 
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As of June 30, 201 3, the Postal Service had 16,380 employees on Workers' Compensation Periodic Rolls 
and an additional 7,628 employees on the Workers’ Compensation Daily Rolls. A liability is recorded for 
the net present value of estimated future payments to postal employees, or their qualified survivors. The 
estimate is based on the total cost of claims, segregated by the date of injury, based on the pattern of 
historical payments, frequency (number of claims per hours worked) or severity (average cost per claim) 
of the claim-related injuries, and the expected trend in future costs. 

As of September 30, 2013, the net present vaiue of the liability for future workers’ compensation 
payments was $17.2 billion, compared to $17.6 billion at September 30, 2012, a decrease of 1.9 percent. 
Changes in the workers' compensation liability are attributable to the combined impact of changes in the 
discount and inflation rates, routine changes in actuariai estimation, new compensation and medical 
cases, and the progression of existing oases. 

The existing FECA benefit structure is, in most cases, superior to benefits available under normal federal 
retirement, and, as a result, these more lucrative payments often continue for the rest of the lives of the 
claimants. The Postal Service has been actively working with our employees to move them off the 
workers’ compensation rolls and return them to work. At the same time we have taken steps to ensure 
that our workplace remains safe in order to prevent accidents from happening, whenever possible. 
However, legislation that would require recipients who reach retirement age to transition from workers' 
compensation to a retirement program would be cost effective, and create a more equitable system that 
would also reduce the Postal Service's unfunded liability. In addition, legislation that would allow the 
Postal Service to settle workers' compensation claims would be beneficial for both the Postal Service and 
those employees who are unable to return to postal employment. 

D. Debt to US T reasurv 

As an independent establishment of the Executive Branch of the Federal Government of the United 
States, the Postal Service receives no tax dollars for ongoing operations and has not received an 
appropriation for operational costs since 1982. We fund operations chiefly through cash generated from 
our products and services, and by borrowing from the Federal Financing Bank (FFB). The annual 
increase in debt is limited by statute to $3 billion and we have a statutory debt ceiling of $15 billion. 

Due to operational and financial limitations that can only be lifted through legislation, the Postal Service 
has been forced to borrow up to its statutory limit. In 2012, we reached our $15 billion debt ceiling. Our 
interest expense in 2013 was $191 million. The RHB prefunding, lack of control of pension and workers 
compensation costs, and inflexible business model have forced the Postal Service to reach its debt 
ceiling. Comprehensive legislative reform can provide the Postal Service with the ability to reduce its 
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long-term liabilities, better control costs and grow revenue, pay down its debt, and enable the Postal 
Service to make investments to further modernize. 

CONCLUSION 

The enactment of comprehensive postal reform legislation cannot wait. The Postal Service has 
exhausted its borrowing authority, faces unnecessary and artificial costs that it cannot afford, and is 
constrained by law from correcting the problem. 

The Postal Service has implemented a series of innovative revenue generating initiatives including 
Sunday delivery. Every Door Direct Mail, and Priority Mail simplification and enhancement efforts, 
resulting in revenue growth in 2013 for the first time since 2008. In addition, the Postal Service has 
implemented a number of strategies that resulted in approximately $15 billion in annual expense 
reductions since the Postal Accountability and Enhancement Act (PAEA) was passed in 2006. However, 
much more needs to be done to return the Postal Service to long-term sustainability. 

We cannot get there by our actions alone. There exists no scenario where the Postal Service returns to 
financial stability without enactment of postal reform legislation. Now is the time for bold and sweeping 
action, which will allow us to move forward with solutions that will last for years to come, instead of 
piecemeal efforts that will only bring the Postal Service back here again, pursuing legislative reform in a 
few years. 

Our proposals and legislative requirements address our key liabilities. 

• Retiree health benefits - full Medicare integration would reduce the unfunded liability by almost $44 
billion, almost to zero. 

• FERS overfunding- utilizing Postal Service specific demographic and salary growth assumptions 
would result In approximately $6 billion in overfunding which should be returned to the Postal Service. 
This would minimize the likelihood that FERS would become overfunded in the future. 

• Long-term pension liabilities - creating a defined contribution plan for future employees vrould provide 
a retirement system that better matches benefits with long-term employees' needs, while ensuring the 
system's financial viability. 


Worker's compensation reform that would require recipients who reach retirement age to transition 
from workers’ compensation to a retirement program would be cost effective, and create a more 
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equitable system that would also reduce the Postal Service's unfunded liability. In addition, 
legislation that would allow the Postal Service to settle workers' compensation claims would be 
beneficial for both the Postal Service and those employees who are unable to return to postal 
employment. 

We need to act now to implement strategies designed not only for the Postal Service of today, but for the 
Postal Service of ten, and even twenty years into the future. The problems we face are significant, but 
they are very solvable. With help from Congress, we are confident that the future of the Postal Service 
can be very bright. 

Mr. Chairman, we look forward to continuing to work with you and the rest of the Subcommittee to 
accomplish meaningful postal refomi legislation. 




- 15 - 
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U.S. Postal Service Testimony - March 13, 2014 
Replacement Chart for Figure 5 


Savings from Current USPS Healthcare Proposal with Full Integration of 
Medicare Part A, B and D 
(in Billions) 


PAEA 

(Today) 

Medicare 
Integration 
Inside FEHB 
(Proposed) 

Estimated 2014 Liability for current plan using 0PM 
funding assumptions 

$95.9 B 

$95.9 B 

Non-Medicare Annuitants and Survivors assumed to 
enroll in Medicare A & B with no penalty 


($20.7 B) 

Additional savings from EGWP (Medicare Part D) plan 
for Post-65 enrollees 


($23.1 B) 

Total Savings 


$43.8 B 

Estimated 2014 Liability 

$95.9 B 

$52.1 B 

Estimated 2014 RHB Fund Assets 

$49.1 B 

$49.1 B 

Estimated 2014 Unfunded Liability 

$46.8 B 

$3.0 B 


This chart above demonstrates the differences of how the integration of health care 
with Medicare reduces LISPS' remaining unfunded retiree health benefits from $46.8 
B to approximately $3 B, 


Note: This is an update to figure 5 on page 7. This will also update the last sentence on page 7. 

Should read: 

By 2014, we project the total liability to be $95.9 billion, with an unfunded liability of $49.1 billion. (Figure 5) 
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Mr. Farenthold. You hit that at exactly five minutes. 

Mr. Williamson. I practiced. 

[Laughter.] 

Mr. Farenthold. This may he the hest timed testimony I have 
seen in my three years in Congress. Congratulations. 

Mr. Williamson. Thank you. 

Mr. Farenthold. It is my understanding our two folks from the 
DOD actually are going to do only one set of prepared testimony. 
Mr. Moss, I believe we are going to go to you for that. 

STATEMENT OF ROBERT MOSS 

Mr. Moss. Good afternoon, Chairman Farenthold and Ranking 
Member Lynch and other members of the committee. 

The Department of Defense thanks you for the opportunity to be 
here today to discuss the operation of our health care liability trust 
fund. 

Public Law 106-398, also known as the Floyd D. Spence National 
Defense Authorization Act for fiscal year 2001 authorized the es- 
tablishment of two TriCare benefits for uniformed service retirees, 
their dependents and survivors who are Medicare eligible. Section 
711 addressed implementation of the TriCare senior pharmacy ben- 
efit and Section 712 established eligibility conditions for 
CHAMPUS and TriCare upon the attainment of Medicare eligi- 
bility. 

To provide mandatory funding for these two new health care en- 
titlements, the fiscal year 2001 NDAA also established on the 
books of the Treasury the Department of Defense Medicare Eligible 
Retiree Health Care Fund, also referred to as The Fund, codified 
in Title 10, Subtitle A, Part 2, Chapter 56 of the United States 
Code. The Fund is used for the accumulation of funds in order to 
finance on an actuarially sound basis liabilities of the Department 
of Defense under uniformed service retiree health care programs 
for Medicare eligible beneficiaries. The Fund covers certain Medi- 
care eligible DOD, U.S. Coast Guard, Public Health Service and 
NOAA retirees, retiree family members and survivors, not simply 
over 65s and not active duty dependents who are Medicare eligible. 
It pays directly for medical treatment facility care, serves as a sec- 
ondary payer to Medicare for purchased care and pays for phar- 
macy benefits provided in either setting to Medicare eligible uni- 
formed service beneficiaries. 

Using an actuarially funding mechanism for the new benefits 
was consistent with the Congressional belief that decision makers 
should be confronted with the full cost of future benefits incurred 
by current personnel decisions and that Federal agencies should 
recognize the cost of all compensation and benefits offered to Fed- 
eral employees at the time costs are incurred. The Fund’s revenues 
are derived from three sources. The first source is Treasury funded 
unfunded actuarial liability payments, so determined by the Fund’s 
board of actuaries. The original unfunded liability represents serv- 
ice performed prior to the Fund’s establishment date of October 
1st, 2002. This liability is currently being amortized over 45 years, 
starting in fiscal year 2003. 

The second source is annual uniformed services actual normal 
cost contributions, also determined by the Fund’s board of actu- 
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aries. These contributions fund the health care liability attrib- 
utable to service performed in the current year by uniformed serv- 
ice members and are paid annually by Treasury on behalf of the 
uniformed services. 

The third revenue source is investment earnings from invest- 
ment in Treasury securities. The Fund invests in these securities 
to the extent annual fund contributions exceed annual health care 
expenditures. The Secretary of Defense annually transfers from the 
Fund to applicable appropriations of the Department of Defense 
amounts necessary to cover the costs chargeable to those appro- 
priations for uniformed service retiree health care programs for 
beneficiaries who are Medicare eligible. 

Amounts so transferred are merged with and available for the 
same purposes, for the same time period, as the appropriation to 
which transferred. Upon a determination that all or part of the 
funds transferred from the Fund are not necessary for the purposes 
for which transferred, such amounts may be transferred back to 
the Fund no later than the end of the second fiscal year after the 
fiscal year for which the appropriation is available for obligation. 

The fiscal year 2001 NDAA also directed the establishment of a 
Medicare eligible retiree health care board of actuaries. The board 
consists of three members who are appointed by the Secretary of 
Defense from among qualified professional actuaries who are mem- 
bers of the Society of Actuaries. The members of the board serve 
for a term of 15 years. The board reports to the Secretary of De- 
fense annually on the actuarial status of the Fund and furnishes 
its advice and opinion on matters referred to by the Secretary. It 
also reports not less than once every four years to the President 
and Congress on the status of the Fund. 

One of its primary responsibilities is the actuarial based com- 
putation of the Treasury’s amortized payment against the un- 
funded liability and the uniformed services normal cost contribu- 
tion. 

That concludes my statement, and I am happy to answer any 
questions you may have. Thank you. 

[Prepared statement of Mr. Moss follows:] 
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ESTABLISHMENT AND PURPOSE OF THE FUND 

Public Law 106-398, also known as the Floyd D. Spence National Defense Authorization Act 
(NDAA) of Fiscal Year 2001 authorized the establishment of two new TRICARE benefits for 
Uniformed Services (Army, Navy, Air Force, Marine Corps, U.S, Coast Guard ((USCG)), U.S. 
Public Health Service ((PHS)), and National Oceanic and Atmospheric Administration 
((NOAA)) retirees, their dependents, and survivor beneficiaries who are Medicare-eligible. 
Section 711 addressed implementation of the TRICARE Senior Pharmacy Program benefit, and 
Section 712 established eligibility conditions for CHAMPUS and TRICARE upon the attainment 
of Medicare eligibility. To provide mandatory funding for these two new health care 
entitlements, the FY 2001 NDAA also established on the books of the Treasury the Department 
of Defense Medicare-Eligible Retiree Health Care Fund (MERHCF), also referred to as the 
Fund, codified in {Title 10, Subtitle A, Part II, Chapter 56, United States Code). 

■ The Fund is used for the accumulation of funds in order to finance, on an actuarially 
sound basis, liabilities of the Department of Defense (DoD) under uniformed services 
retiree health care programs for Medicare-eligible beneficiaries. 

• The Fund covers certain Medicare-eligible DoD, USCG, PHS, and NOAA - retirees, 
retiree family members and survivors - not simply “over 65s” and not active 
duty/dependents who are Medicare eligible. 

■ It pays directly for Military Treatment Facility (MTF) care, serves as secondary payer to 
Medicare for purchased care, and pays for pharmacy benefits provided in either setting to 
Medicare-eligible uniformed services beneficiaries. 

■ The Fund recognizes the uniformed services’ accrued and future liabilities for the cost 
of retiree/survivor health care for uniformed service members, their family members 
and survivors who are Medicare-eligible. 

RATIONALE FOR FUND 

Using an accrual funding mechanism for the new benefits was consistent with a 
Congressional belief that decision-makers should be confronted with the full cost of 
future benefits incurred by current personnel decisions, and that federal agencies should 
recognize the costs of all compensation and benefits offered to federal employees at the 
time the costs are incurred. 
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ASSETS OF THE FUND 

Funding of the MERHCF is derived from three sources. 

• The first source is Treasury unfunded actuarial liability payments. These payments 
comprise two components. 

• The original unfunded liability for service performed prior to the Fund’s 
establishment date of October 1, 2002. This liability is currently being 
amortized over 45 years starting in FY 2003. 

• Deviations from expectations (or actuarial “gains” and losses”) and changes 
to benefit provisions. These liabilities are currently amortized over a 
weighted-average period that uses 30 years for each year’s new gain or loss. 

■ The second MERHCF funding source is annual uniformed services actuarial “normal 
cost” contributions. These fund the health care liability attributable to service performed 
in the current year by uniformed service members, and are paid annually by Treasury on 
behalf of the uniformed services. 

■ The third funding source is investment earnings from investments in Treasury 
securities. The Fund invests in Treasuries to the extent annual Fund contributions exceed 
annual health care expenditures. 


PAYMENTS FROM THE FUND 

The Fund pays for the costs of all uniformed service retiree health care programs for the benefit 
of members or former members of a participating uniformed service who are entitled to retired or 
retainer pay and Medicare-eligible, and eligible dependents who are Medicare eligible. The 
Secretary of Defense annually transfers from the Fund to applicable appropriations of the 
Department of Defense such amounts as the Secretary determines necessary to cover the costs 
chargeable to those appropriations for uniformed service retiree health care programs for 
beneficiaries under those programs who are Medicare-eligible. Such transfers may include 
amounts necessary for the administration of such programs. Amounts so transferred are merged 
with and available for the same purposes and for the same time period as the appropriation to 
which transferred. Upon a determination that all or part of the funds transferred from the Fund 
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are not necessary for the purposes for which transferred, such amounts may be transferred back 
to the Fund. This transfer authority is in addition to any other transfer authority that may be 
available to the Secretary. A transfer from the Fund may not be made to an appropriation after 
the end of the second fiscal year after the fiscal year that the appropriation is available for 
obligation. A transfer back to the Fund may not be made after the end of the second fiscal year 
after the fiscal year for which the appropriation to which the funds were originally transferred is 
available for obligation. The Secretary of Defense, by regulation, establishes the method for 
calculating amounts to be transferred. 

Payments from the Fund support both civilian sector purchased care and care provided in the 
DoD MTFs. 

■ MERHCF purchased care support transactions are expensed, tracked, and reconciled 
against the Fund on a daily basis for appropriate charges from the Defense Health 
Agency (DHA) Contract Resource Management Office (CRM) in Aurora, CO. through 
the Defense Finance and Accounting Office (DFAS) in Indianapolis, IN to the 
Department of Treasury. MERHCF purchased care support consists of: 

• TRICARE For Life (TFL) - Medicare is the primary payer with TRICARE as a 
supplemental last payer (beneficiary must be enrolled in Medicare Part B). 

■ Managed Care Support Contracts - network-at-risk costs reimbursed from the 
Fund (under 65 retired Medicare-eligible beneficiaries - must be enrolled in 
Medicare Part B) 

• TRICARE Senior Pharmacy - includes both retail pharmacy network and mail 
order pharmacy costs (beneficiary must be enrolled in Medicare Part B) 

■ U.S. Family Health Plans (USFHP) also known as Designated Providers (DPs) - 
MERHCF covers over 45,000 retired Medicare-eligible beneficiaries enrolled in 
one of the six remaining plans. The MERHCF pays an agreed upon annual 
capitation rate premium per enrollee. All care provided to beneficiaries enrolled 
must be obtained through the USFHP. 

■ MERHCF MTF (direct care) support consists of: 

■ Operations & Maintenance (O&M) funds are transferred from the MERHCF to 
the Services’ MTFs on a quarterly basis at the beginning of each fiscal quarter. 
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The amounts transferred are based on projected eligible beneficiary weighted 
workload for each MTF. Projected workload is multiplied by the appropriate 
O&M inflation rates per workload unit. 

■ Military Personnel (MILPERS) funds are transferred from the Fund to the 
Services’ MILPERS accounts on a quarterly basis at the beginning of each fiscal 
quarter. The amount transferred is based on projected eligible beneficiary 
weighted workload for each MTF multiplied by the appropriate inflated 
MILPERS cost per weighted workload unit. 

• Projected workload and costs are developed in a distribution plan and approved 
by the Office of Management and Budget (OMB) prior to the start of each fiscal 
year. The approved plan becomes the basis for funds distribution in the new 
fiscal year with no further overall apportionment changes/modifications allowed 
in the budget execution year. 

• After the close of the fiscal year, a reconciliation is completed on the MERHCF 
workload accomplished at each MTF. The resulting analysis discloses the level 
and cost of health care actually provided to uniformed services Medicare-eligible 
beneficiaries in DoD MTFs compared to projected workload and costs used to 
formulate the budgeted program. The analysis forms the basis for the subsequent 
year’s distribution. Additionally, excess funding is recouped back into the Fund 
through the transfer of prior year unobligated appropriations. 


BOARD OF ACTUARIES 

The FY 2001 NDAA directed the establishment of a Medicare-Eligible Retiree Health Care 
Board of Actuaries. The Board consists of three members who shall be appointed by the 
Secretary of Defense from among qualified professional actuaries who are members of the 
Society of Actuaries. The members of the Board serve for a term of 15 years (with the exception 
of staggered initial appointments of 5, 10 and 15 years). The Board reports to the Secretary of 
Defense annually on the actuarial status of the Fund and furnishes its advice and opinion on 
matters referred to it by the Secretary. The Board reviews the Department’s actuarial valuations 
of the Fund and the Department must receive Board approval for its methods and assumptions. 
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The Board also reports, not less than once every four years, to the President and Congress on the 
status of the Fund. The Board includes in these reports recommendations for such changes as in 
the Board's judgment are necessary to protect the public interest and maintain the Fund on a 
sound actuarial basis. 


DETERMINATION OF CONTRIBUTIONS TO THE FUND 

The Board determines the amount that is the present value (as of October 1, 2002) of future 
benefits payable from the Fund that are attributable to service in the participating uniformed 
services performed before October 1, 2002. That amount is the original unfunded liability of the 
Fund. The Board has chosen a 45-year period for the liquidation of this liability, with payments 
that increase at the assumed rate of military payroll increases. By law these payments are made 
by the Department of Treasury. 

The Secretary of Defense determines, before the beginning of each fiscal year, the total amount 
of the Department of Defense contribution to be made to the Fund for that fiscal year. This 
contribution is based on two actuarially determined annual per capita rates, one rate for active 
duty personnel and one rate for guard and reserve personnel. The rates are multiplied by the 
expected average force strength for each of the uniformed services to compute the “normal cost” 
contribution for each of the uniformed services. The annual per capita rates are calculated by the 
Department based on actuarial methods and assumptions approved by the Board. 

The Secretary of Defense also conducts valuations to determine if there have been actuarial 
“gains” or “losses” to the Fund - and if so, determines an amortization methodology for the 
liquidation of such gains/losses. Payments to amortize these gains/losses become part of the 
overall Treasury unfunded liability payment (covering the original unfunded liability as well as 
new unfunded liabilities arising from gains/losses), and must be determined using Board 
approved methods and assumptions. 


PAYMENTS INTO THE FUND 
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At the beginning of each fiscal year, the Secretary of the Treasury promptly pays into the Fund 
from the General Fund of the Treasury — 

• The amount certified to the Secretary by the Secretary of Defense, which includes the 
“normal cosf’ contribution on behalf of uniformed members of the Department of 
Defense as well as the amortized payment on the unfunded actuarial liability. 

• On behalf of the non-DoD uniformed services, the amount determined by each 
administering Secretary as the annual “normal cost” contribution to the Fund on behalf of 
members of the uniformed services under the jurisdiction of that Secretary. That is, the 
Secretaries of Homeland Security (Coast Guard), Health and Human Services (Public 
Health Service), and Commerce (NOAA), determine the contribution on behalf of 
uniformed members under their jurisdiction in a manner comparable to the Secretary of 
Defense’s determination for uniformed DoD members - based on Board-approved per 
capita rates multiplied by each service’s expected average force strength. 


INVESTMENT OF THE ASSETS OF THE FUND 

The Secretary of the Treasury invests such portion of the Fund as is not in the judgment of the 
Secretary of Defense required to meet current withdrawals. Such investments are made in public 
debt securities with maturities suitable to the needs of the Fund, as determined by the Secretary 
of Defense, and bearing interest at rates determined by the Secretary of the Treasury, taking into 
consideration current market yields on outstanding marketable obligations of the United States of 
comparable maturities. The income on such investments shall be credited to and form a part of 
the Fund. 
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Mr. Farenthold. Thank you very much. And you were less than 
two seconds over. We have a great panel here. Thank you all very 
much for being more considerate of our time than we were with 
your with the unscheduled votes. 

I will now recognize myself for some questions, then we will go 
to Mr. Lynch and the other members of the committee. 

Mr. Todisco, there was an editorial in the Wall Street Journal 
last week, Senator Bernie Sanders of Vermont said Congress in 
2006 passed legislation that required the Postal Service to prefund 
over a 10-year period 75 years worth of future retirement benefits. 
Is that accurate? 

Mr. Todisco. No, Mr. Chairman, that is not quite accurate. 
There has been some misunderstanding about that, which we ad- 
dressed in our 2012 report on this topic. 

There is no set number of years that that is prefunded for. What 
is actually prefunded, the funding target consists of all the esti- 
mated future payments for those who are already retired. And for 
those who are still working, current postal employees, a more or 
less pro rata portion of their future benefit payments based on 
their term of service so far. That means some of those payments 
will go beyond 75 years, because some of the current workers will 
live beyond 75 years from today. But it also does not include some 
payments that will be made in less than 75 years. So it is an ap- 
proximation. 

The other point about that is it is not being funded in the 10- 
year period. The funding schedule in the 2006 law was over 50 
years or more, although somewhat frontloaded in the first 10 years. 

Mr. Farenthold. I just wanted to make sure we had gotten that 
clear. 

Mr. Williamson, you have some great employees at the Postal 
Service. I am friends with my letter carrier, I don’t see him nearly 
as much now that I am here in Washington. The only time I get 
frustrated is when there is a long line at the post office, and that 
is not your fault, it is people refuse to mail early at Christmas, just 
like I do. 

But as someone who wants to look, I assume you want to look 
out for and take care of your employees, just like I would want to 
look after and take care of my employees, do you think it is a good 
idea that we actually have these benefits prefunded so we are sure 
there is money there and we are not at the whim of a Congres- 
sional appropriation to allocate money in the future? 

Mr. Williamson. Mr. Chairman, we absolutely agree. In fact, as 
I said in my opening statement, it is extremely important to us to 
be able to fund our requirements and maintain the commitment 
that were made to our employees out into the future. 

Mr. Farenthold. So if we were to follow what some folks have 
asked and actually, and I will ask Mr. Todisco, if we actually go 
to more of a pay as you go type system and don’t prefund, what 
are the downsides to doing that, besides the whim of Congressional 
appropriations? Which is a pretty big one. 

Mr. Todisco. Given that the Postal Service is intended to be a 
self-sustaining agency, to the extent there are unfunded liabilities, 
there is always a concern about whether those will be able to be 
funded in the future. 
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Mr. Farenthold. So mail volume is going down, right? So it is 
not like there is going to be, unless there is some sort of major par- 
adigm change, there is not going to be more money coming into the 
Postal Service in the foreseeable future. Would that be an accurate 
forecast? 

Mr. Todisco. What is happening and what has happened over 
the last number of years is that these obligations have grown in 
size relative to the size of the organization supporting it. 

Mr. Farenthold. And Mr. Williamson, you would agree, you 
don’t really see a turnaround in mail volume, though we may have 
some revenue enhancement opportunities elsewhere? 

Mr. Williamson. I think there are a couple of areas within mail 
volume. With first class single piece letters, it is unlikely for first 
class single piece letters, for the continued decline to rise. However, 
with standard mail, advertising mail, some of the innovative things 
we are doing there, it is likely that we can maintain that volume 
in the system. And then the package growth in the organization. 

Mr. Farenthold. You don’t think that would be enough if we 
were to go on a pay as you go basis without massive rate increases 
to pay the retiree benefits? 

Mr. Williamson. I think the important element here is, as Mr. 
Todisco mentioned earlier, we are 91 percent funded on our CSRS 
obligation, we are overfunded on our FERS obligation. And we do 
have a plan that would allow us to virtually fully fund our retire- 
ment health care obligation. So from a Postal Service standpoint, 
we view that we have solutions and plans that would allow us to 
fully fund those obligations. 

Mr. Farenthold. So you would like to see some of the postal re- 
form we are talking about here come to be? 

Mr. Williamson. Yes. 

Mr. Farenthold. All right. I will now go to Mr. Lynch and allow 
him his chance to do some questions. 

Mr. Lynch. Thank you, Mr. Chairman. Let me just follow up on 
the pay as you go sort of scenario. From 1970 to 2006, we were on 
a pay as you go. When I say pay as you go, what I mean is, I sat 
on the pension fund for the Iron Workers, we had to make sure 
that our obligations were met as they arose. So that is what I mean 
by a pay as you go system, in case there is some question about 
that term. 

So if we look at the, let’s look at the obligations of the FERS situ- 
ation first. The Office of Personnel Management’s most recent cal- 
culation estimated that the Postal Service had overpaid its FERS 
pension account by approximately $500 million. This surplus has 
significantly decreased since 2011 when it was reported that the 
surplus was $11.4 billion. The key here is, however, that we would 
like to use demographics specific to postal employees, because there 
are a lot of ups and downs in private industry. I know, I was in 
the construction industry, work was very choppy. 

But for most of our postal employees, they go in there, they go 
to work, they have a set number of hours they work each week, 
there are no ups and downs in the economy basically that disrupts 
that Postal Service. Got to get the mail out every single week. 
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And the Hay Group reported that the total using postal specific 
demographics, that the surplus could be as high as $12.5 billion. 
Mr. Todisco, are you familiar with that? 

Mr. Todisco. Yes, I am. 

Mr. Lynch. Are you in agreement with sort of the calculation 
there, or is that off base here? 

Mr. Todisco. Well, we haven’t analyzed their calculation. It is 
plausible that it could turn out that way, and we do support the 
use of postal specific assumptions. 

Mr. Lynch. Okay, that would result in a more accurate number? 

Mr. Todisco. Yes, that is right. 

Mr. Lynch. Mr. Williamson, why would that be important? Could 
you elaborate on why it is important to use the postal specific char- 
acteristics in determining what the FERS overpayment or the un- 
funded liability might be? 

Mr. Williamson. Absolutely. From our perspective, using as- 
sumptions that match our workforce and our demographics, given 
we are self-sustaining and self-funding, makes sense when you 
think about what that true long-term liability and obligation is. So 
we support using the salary growth and demographic assumptions 
to calculate the FERS payment. 

Mr. Lynch. Great. Mr. Williamson, would you support returning 
the surplus to the United States Postal Service? 

Mr. Williamson. Yes. 

Mr. Lynch. And Mr. Todisco, is it correct that Congress has not 
yet instructed 0PM how to deal with any surpluses generated 
within the FERS pension account? 

Mr. Todisco. That is correct. Congressman. Under current law, 
the Postal Service cannot realize any financial benefit from that 
surplus. 

Mr. Lynch. Okay. Thank you. 

Would GAO support a one-time transfer of the surplus to go to 
paying down some of the liabilities? I have a bill out there, not to 
ring my own bell, but under one of the bills I have, H.R. 961, it 
would actually cause the transfer of the surplus to pay down some 
of these liabilities. Is that something you would support? 

Mr. Todisco. To transfer the surplus to take care of the un- 
funded liabilities? 

Mr. Lynch. The obligations, yes. Not to use it for operational, 
but for paying down some of the debt that is outstanding? 

Mr. Todisco. Yes, that makes complete sense from a holistic 
standpoint, yes. 

Mr. Lynch. Has the GAO provided any legislative suggestions on 
how to deal with this? 

Mr. Todisco. We haven’t drafted any language but we have of- 
fered a number of suggestions for how to deal with the surplus. 

Mr. Lynch. Okay. 

I hate to drag the DOD in here, but we have already brought you 
in. Let me just ask, Mr. Moss, in your testimony you stated that 
under the DOD system, most payments derive from three sources, 
is that correct? 

Mr. Moss. Yes, sir. 

Mr. Lynch. Are any of those sources funded by Congressional ap- 
propriations? 
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Mr. Moss. The payment that the Department of Defense pays in 
to fund the normal cost contribution, that is part of their appro- 
priated top line that comes to them each year. 

Mr. Lynch. Okay, so Congress appropriates money for you to 
meet your prefunding requirement? 

Mr. Moss. That is correct. 

Mr. Lynch. Okay. That is quite different than what the Postal 
Service is dealing with. 

Mr. Williamson, does any of the Postal Service receive appropria- 
tions from Congress to meet its prefunding liability? 

Mr. Williamson. No, we do not. 

Mr. Lynch. So apples and oranges here. I see I have 12 seconds 
left, so why don’t I stop right there. Thank you. 

Mr. Farenthold. Thank you very much. 

We will now go to our Vice Chair, Mr. Walberg, for questions. 

Mr. Walberg. Thank you, Mr. Chairman. 

Mr. Todisco, your testimony stated that GAO supports legislation 
that would shift USPS remaining retiree health care fixed pay- 
ments to actuarially determined payments, which is a provision of 
both the House version and the Senate version, as I understand it, 
of the Postal Reform Act in the President’s fiscal year 2015 budget 
proposal. But GAO has expressed concern about proposals that 
would lower the funding target for the retiree health care liability 
from 100 percent to 80 percent, something currently in the Senate 
version of the Postal Reform Act and in the President’s fiscal year 
2015 budget. 

If the funding targets are lowered, what happens if USPS doesn’t 
have the funds set aside to pay the benefits? 

Mr. Todisco. OPM has indicated that they are not sure legally 
what exactly would happen if those benefits can’t be paid at some 
point. There is uncertainty about that. 

Mr. Walberg. So that just sits out there? 

Mr. Todisco. That sits out there. 

Mr. Walberg. Without the ability to plan? 

Mr. Todisco. Hypothetically, people could lose benefits. Tax- 
payers could be burdened. But we don’t know exactly what will 
happen. 

Mr. Walberg. I guess that went to my follow-up question, how 
might taxpayers be affected by the decision to lower funding tar- 
gets. And you are saying we don’t know. They could be brought in? 

Mr. Todisco. That is right. OPM has told us they don’t know. 

Mr. Walberg. Okay. USPS, Mr. Todisco, currently has an un- 
funded liability for retiree health care of $48 billion. How sensitive 
is this projection to the assumptions for medical inflation? And sec- 
ondly, if for instance, medical inflation increases by 1 percent, what 
happens to the size of the unfunded liability? 

Mr. Todisco. The most recent, it is a highly sensitive number to 
those assumptions. Congressman. The most recent estimates are 
that if medical inflation were, say, 1 percent higher, the unfunded 
liability would be somewhere on the order of $15 billion more than 
it is today. 

Mr. Walberg. Fifteen billion. You are testifying that an increase 
of 1 percent in medical inflation would result in over a 30 percent 
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increase. Does this sensitivity to medical inflation factor in GAO’s 
recommendation that USPS fully fund the benefit? 

Mr. Todisco. No, it doesn’t. Our recommendation is really for 
other reasons outside of that issue. 

Mr. Walberg. According to your testimony, USPS’s debt and un- 
funded liabilities have become a large and growing burden, increas- 
ing from 83 percent of USPS’s revenues in fiscal year 2007 to 148 
percent of revenues in fiscal year 2013. Your testimony also notes 
that USPS holds unrestricted cash of $2.3 billion, which would 
cover only nine days of average daily expenses. 

What effect does USPS debt and unfunded liability have on the 
agency’s ability to make capital improvements? 

Mr. Todisco. Well, it is a severe constraint, certainly. 

Mr. Walberg. So I guess again we are looking here at a setting 
that everything is affected, the viability, the planning, the uncer- 
tainty. All goes to the bottom line of more than just the problem, 
but ultimately a taxpayer problem as well? 

Mr. Todisco. That is potentially, but again legally how it would 
play out, we don’t know. 

Mr. Walberg. Okay. Mr. Chairman, I yield back. 

Mr. Farenthold. Thank you very much. 

We will now recognize Mr. Clay for five minutes. 

Mr. Clay. Thank you, Mr. Chairman. Congress does not provide 
any funds to the Postal Service to meet its prefunding requirement. 
And that is a pretty big difference. In fact, comparing the DOD to 
Postal Service is a little bit like comparing apples to oranges. And 
you know, today’s hearing is meant to look at the Postal Service’s 
unfunded liabilities. Since the Majority invited DOD to testify, I 
wondered what DOD’s unfunded liability is for their retiree health 
care program. And committee staff found that at the end of fiscal 
year 2013, DOD’s Medicare eligible fund had assets of approxi- 
mately $187 billion, while containing a liability of $502.4 billion. 

Mr. Chairman, let me caution my colleagues about where we are 
going on this path. And I hope it is not to dismantle the Postal 
Service. I know my constituents rely heavily on the U.S. Postal 
Service, and just like you do, Mr. Chairman, at Christmas time. It 
is perplexing to hold this agency to one standard and not other 
agencies. We are talking about $100 billion in liabilities, but yet 
nobody has talked about dismantling the Federal Government 
when we have $17 trillion in national debt. It is just perplexing to 
me. 

And then I see that the President has come out in his budget ad- 
vocating five-day service. I know the Majority couldn’t be for any- 
thing the President has offered up. 

[Laughter.] 

Mr. Clay. Let me ask a question. Since there is $502.4 billion 
in liability from DOD’s Medicare eligible fund, is that correct, Mr. 
Moss? 

Mr. Moss. That is the total liability, sir. The unfunded portion 
of that liability, I would defer to Mr. Sitrin, is far less than that. 

Mr. Clay. Would it be the difference between $187 billion and 
$502 billion, is that right? Mr. Sitrin? Okay. You are a mathemati- 
cian. What is that, about $300 billion? 

Mr. Sitrin. Yes, sir. 
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Mr. Clay. About $315 billion, right? 

Mr. SiTRiN. Yes. 

Mr. Clay. At the end of fiscal year 2013, the Postal Service had 
assets of approximately $47.3 billion, and liability of approximately 
$95.6 billion, is that correct, Mr. Williamson? 

Mr. Williamson. That is correct. 

Mr. Clay. Based on these numbers, the Postal Service is 49 per- 
cent funded, while the DOD is just 39 percent funded. In other 
words, DOD’s unfunded liability is much larger than the Postal 
Service’s. So, Mr. Moss, should we be concerned that DOD will not 
be able to meet its unfunded liability, given that they are so much 
larger? 

Mr. Moss. No, sir, I don’t think that given the current cir- 
cumstances and the way the fund is funded each year by DOD and 
by Treasury as that continues then I don’t think there is a problem 
with the Department of Defense meeting its unfunded liability at 
the end of that 45 year period. 

Mr. Clay. What if Congress decides not to appropriate any more 
funds for that? 

Mr. Moss. Then there would obviously be a problem. 

Mr. Clay. Let me ask Mr. Todisco, what would be the increased 
rate to consumers of the U.S. Postal Service in order to eliminate 
the unfunded liability and to fix the issue? 

Mr. Todisco. I don’t know that figure. Congressman, as to how 
it would translate into a postage rate. 

Mr. Clay. Okay. It seems to me that Congress is a large part of 
the reason to blame for this problem and this hearing is intended 
to focus on that. DOD’s requirement to prefund its health care li- 
ability isn’t the same as the Postal Service’s. Mr. Todisco, would 
you agree that the Postal Service is being required to prefund in 
more aggressive pace than DOD? 

Mr. Todisco. They are both using a 100 percent funding target. 
The Postal Service is farther ahead. And yes, as we have reported, 
the schedule that the Postal Service has had to follow has been an 
ambitious schedule in that while it is a 50-year schedule, approxi- 
mately, payments are frontloaded in the first 10 years. 

Mr. Clay. Mr. Chairman, I see my time is expired. I yield back. 

Mr. Farenthold. Thank you very much. 

I would like to follow up. I know my colleagues on the other side 
of the aisle have made a distinction that we may be comparing ap- 
ples to oranges here based on funding sources. I wanted to examine 
that and talk a little bit about the rationale for what we are doing. 

The Department of Defense is funded almost exclusively through 
appropriations, is that not correct, Mr. Moss? 

Mr. Moss. Yes, sir. 

Mr. Farenthold. And Mr. Williamson, the Postal Service basi- 
cally gets no appropriations and funds itself through the rates it 
charges its customers, is that correct? 

Mr. Williamson. That is correct. 

Mr. Farenthold. So even though we are talking about, they say 
apples and oranges, because the Defense Department gets appro- 
priations, well, they are using part of the money that they get from 
whatever source to prefund their retirement and the Postal Service, 
I think we are asking that they do the same. 
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Let me ask you, Mr. Moss. You touch a little bit in your testi- 
mony on the rationale for why DOD should have to, or is required 
to do this prefunding. Could you elaborate on that a little bit? 

Mr. Moss. Yes, sir. Prior to the establishment of the fund, when- 
ever there was discussion about the funding of the old CHAMPUS 
program or TriCare, it was primarily focused with the medics and 
looking at what were the additional benefits or the expansion of 
benefits that would be afforded to our beneficiaries. With the estab- 
lishment of the trust fund and the Department having to pay into 
the fund each year, and I would add that when the Department 
pays into the fund, as the fund stood up, the DOD top line was not 
increased by the amount of the payment into the trust fund. 

So DOD was told, you still have your essential basic funding 
level, and from that you will fund, you will start to prefund the 
trust fund. When that happens, now you have much more involve- 
ment and much more scrutiny from senior management within the 
Department, looking at what are the various benefits and what is 
the impact of expanding or in some way changing those benefits, 
as related to the payment into the fund. So there is much more in- 
volvement and much more interest on the part of senior manage- 
ment other than just the medics about the health care benefit that 
we are affording our beneficiaries. 

Mr. Farenthold. And then at the risk of sounding like Captain 
Obvious, I had some folks from the Post Office in my office this 
week talking to me. And one of their talking point was that they 
are the only agency within the U.S. Government that is required 
to prefund. 

Mr. Moss, is the Defense Department an agency of the United 
States government? 

Mr. Moss. It is. 

Mr. Farenthold. And you are required to prefund? 

Mr. Moss. That is correct. 

Mr. Farenthold. I just want to have them scratch that talking 
point off so we could talk about some other things next time that 
we are up. 

Let me see, I think I have one more question here, if you can 
give me one second to find it. It actually already got asked by one 
of my colleagues, so Mr. Lynch, we will let you have another round 
of questioning. 

Mr. Lynch. Thank you, sir. I appreciate that, Mr. Chairman. 

I think the point we are trying to make is, and the Postal Service 
is trying to make is, they are the only U.S. agency government de- 
partment that is required to prefund and pay it for themselves. I 
think the distinction is that you receive money from Congress in 
an appropriation every year to prefund your benefits. That is the 
distinction that we are trying to make there. 

According to Mr. Williamson’s testimony earlier, about 20 cents 
of every dollar of revenue that the Postal Service brings in, and 
their revenue is they sell stamps, that is basically it, that is how 
the Postal Service funds its operations. People can’t believe that, 
they don’t get tax money, they just sell stamps. That is why stamps 
cost what they do. 
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So 20 percent of every dollar goes for paying the health care ex- 
penses. And in 2013, total health care costs for the Postal Service 
was approximately $13.4 billion. 

Now, Mr. Williamson, how much of those costs were for current 
employees versus retirees? Can you tell me that? 

Mr. Williamson. Yes. Only $4.7 billion of that $13.4 billion was 
for active employee premiums. The bulk of it. 

Mr. Lynch. So the huge part is all retirees? That makes sense, 
they are older, they are using more medical services. That makes 
sense. So if eligible, are Postal employees mandated to enroll in 
Medicare, since most of these people are all retired, are they re- 
quired to enroll in Medicare? 

Mr. Williamson. No, they are not required to enroll in Medicare. 
Only 90 percent of our current retirees are in Medicare Part A, and 
76 percent in Medicare Part B. 

Mr. Lynch. So there is a huge chunk of them that are not? 

Mr. Williamson. Correct. 

Mr. Lynch. Mr. Moss, can I ask you, are military service mem- 
bers required to enroll in Medicare if they are eligible? 

Mr. Moss. Yes, sir. 

Mr. Lynch. Okay, well, that might be a huge difference. 

Mr. Williamson, in your testimony you mentioned the Postal 
Service proposal to integrate current health care benefits with 
Medicare to create a Medicare wraparound plan for employees. 
Could you explain why this is important for the Postal Service? 

Mr. Williamson. Absolutely. Currently, our unfunded liability is 
based on a FEHB plan that does not integrate nor coordinate bene- 
fits with Medicare, which means the cost of that plan is much high- 
er. So when you calculate, and Mr. Todisco and some of the other 
actuaries can get into the details, but when you calculate the actu- 
arial estimate of what that cost is on a higher per capita cost plan, 
your liability grows. 

What we are proposing is, we have already paid us and our em- 
ployees $27 billion in contributions to Medicare, and we would like 
to require our employees to take on Medicare once they become eli- 
gible and create wraparound type plans that would coordinate their 
benefits and fully integrate with Medicare, therefore Medicare 
being the primary payer and the FEHB plans, the Postal Health 
care plans, to be the secondary. 

Mr. Lynch. I have to say, Mr. Moss, that sounds a lot like 
TriCare. That sounds a lot like how you handle DOD benefits 
through TriCare. 

Mr. Moss. Yes, sir. We share with CMS our manpower docu- 
ments as far as our retirees. And when a beneficiary obtains care 
from a civilian provider and the bill is sent to CMS and they pay 
their share, then they see that that beneficiary is dual eligible, 
they electronically transfer that claim over to our fiscal inter- 
mediary and then we wind up paying the rest of that health care 
bill. 

Mr. Lynch. Now, this might be obvious, but does having Medi- 
care as the primary insurer, does that reduce DOD’s health care 
expenses? 

Mr. Moss. It does reduce health care expenses as they are today. 
But prior to the establishment of the TriCare for Life program in 
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2001, DOD was not paying anything toward the care of those bene- 
ficiaries once they became Medicare eligible. 

Mr. Lynch. Okay, so now you are picking up some. 

Mr. Moss. Now we are picking up some, but it is still far less 
than it would be if we had to fund the entire benefit. 

Mr. Lynch. Which is what Mr. Williamson’s situation is. 

Mr. Moss. Yes, sir. 

Mr. Lynch. Mr. Williamson, has the Postal Service estimated the 
cost savings derived from this integration proposal where you have 
a wraparound Medicare situation? 

Mr. Williamson. Yes, sir, we have. We, based on our actuarial 
estimates, full Medicare integration would reduce our unfunded li- 
ability from the $48.3 billion to $3 billion. 

Mr. Lynch. Say that again? 

Mr. Williamson. It would virtually eliminate our unfunded li- 
ability and maintain the same level of benefits for our retirees. 

Mr. Lynch. Wow. 

Mr. Williamson. Yes. It would reduce from the $48.3 billion to 
$3 billion. 

Mr. Lynch. Now, would the Postal Service need authorization 
from Congress to initiate that integration plan? 

Mr. Williamson. Yes. We would need 0PM to be required to set 
aside specific plans within FEHB that would be required to inte- 
grate with Medicare and coordinate the benefits. 

Mr. Lynch. Okay, and I am a former union president, so I want 
to ask you, is this integration plan, is this subject to collective bar- 
gaining with the postal unions? 

Mr. Williamson. We have already, over a year ago we proposed 
a plan that would actually take postal retirees outside of the FEHB 
plan and create our own plan. Subsequent to that, we have worked 
very closely with our stakeholders, the unions’ management asso- 
ciations, to come up with a proposal that we can all agree on that 
would maintain these components but do it within the umbrella of 
FEHB. So we are not proposing that it would be something we 
would collectively bargain in terms of the design. What we are re- 
quiring is that 0PM, for retirees, require Medicare and require the 
integration within those plans. 

Mr. Lynch. Right. Well, I think design is probably a manage- 
ment function. But I would encourage you to continue your talks 
with those unions, because they have been very, very cooperative 
and progressive in terms of meeting the Postal Service’s challenges. 

Mr. Chairman, I yield back. 

Mr. Farenthold. Thank you very much, and we will now go to 
Mr. Walberg for a second round of questions. 

Mr. Walberg. Thank you, Mr. Chairman. Just basically one 
question, Mr. Todisco. As I understand it, the CRS account of 
tJSPS has a projected deficit of $19.8 billion, while the FERS ac- 
count has a projected surplus of just $500 million. While using the 
USPS specific demographic assumptions may slightly change these 
numbers, I think for the purposes of today they would be illus- 
trative. 

As an actuary, do you think it makes sense to treat these and 
other employee benefit liabilities in a holistic manner? 
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Mr. Todisco. Yes, I do, Congressman. I would actually expand 
that to include the debt to Treasury. Over the last 10 years, the 
debt has increased in part to make retiree health prefunding pay- 
ments that were made. So you have money going from one section 
to another. 

Economically, the CSRS falls from retiree health and debt to 
Treasury. In one sense, there is unfunded obligations and debt, 
they are all debt, they are all payments that have to be made. 

Mr. Walberg. Thank you. Thank you, Mr. Chairman. 

Mr. Farenthold. Thank you very much. Did you have any more 
questions, Mr. Lynch? 

I will say we appreciate your testimony. It will help us as we 
move forward with various iterations of postal reform. I should 
have caught Mr. Clay before he left, but we actually don’t agree 
with the President on five-day delivery. We want modified six-day 
delivery. So it not a complete agreement there, but we are moving 
on our side in the same direction. 

Mr. Lynch. I was getting nervous there. 

[Laughter.] 

Mr. Farenthold. We appreciate our witnesses’ testimony and 
the members. Thank you very much, and we are adjourned. 

[Whereupon, at 3:25 p.m., the committee was adjourned.] 




APPENDIX 


Material Submitted for the Hearing Record 


( 63 ) 



64 


HOUSE SUBCOMMITTEE ON FEDERAL WORKFORCE, 

U.S. POSTAL SERVICE AND THE CENSUS 
“At a Crossroads: The Postal Service’s $100 Billion in Unfunded Liabilities” 

March 13, 2014 

Post-Hearing Questions for the Record 

Submitted to Jeffrey Williamson, Chief Human Resources Officer and Executive VP 


From Chairman Blake Farenthold: 

1. Current law requires that, in 2017, the Office of Personnel Management review the 
unfunded liability in the Civil Service Retirement System (CSRS) and establish an 
amortization schedule to pay for that unfunded liability by 2043. 

a. What is the approximate size of the new annual amortization payment if the CSRS 
deficit stays the same? 

Answer; 

The Office of Personnel Management (0PM) annually provides the Postal Service with a 
report detailing the funding status of Postal Service obligations to both the CSRS and 
Federal Employees Retirement System (FERS), based on OPM’s most recent actuarial 
estimate. This report also includes estimates of future payments that the Postal Service and 
its employees will make into the CSRS Fund. In the report received October 29, 2013, OPM 
estimated that the Postal Service's annual amortization payment for CSRS will be 
$1.6 billion, beginning in 2017 and continuing through 2043. 

b. Assuming there are no statutory changes enacted, do you think USPS will make this 
payment? 

Answer: 

The Postal Service is currently in the process of updating its financial forecasts in light of the 
PRC decision of December 24, 2013, permitting a temporary exigent price increase. There 
are always challenges in developing long-term financial forecasts, including the decline in 
volumes of First-Class Mail, growth in package shipping, and uncertainty over the overall 
growth rate of the U.S. economy. While we are continuing to develop our forecast, certain 
facts make clear that 2017 will represent a continuation of the Postal Service’s significant 
liquidity challenges. 

The Postal Service projects that it will not have sufficient liquidity to be able to afford the 
$5.7 billion retiree health benefits (RHB) prefunding payments due in 2014 and 2015, nor 
the $5.8 billion payment due in 2016. Beginning in 2017, the Postal Service will be required 
to pay the “normal cost” of its current employees’ expected retirement health benefits costs, 
plus an amount intended to amortize the unfunded RHB liability by 2056. It is estimated that 
the 2017 RHB funding requirement will be approximately $5.5 billion, whereas the actual 
RHB premiums paid in fiscal year (FY) 2013 was only $3.0 billion. This a $2.5 billion 
increase in RHB. Combined with the $1.6 billion CSRS amortization payment discussed 
above, this is a $4.1 billion increase in cash requirements, compared to FY 2013. 

The Postal Service also has an urgent need to invest in vehicle and package infrastructure, 
which will further strain our cash resources. 
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in combination, these factors will continue to place the Postal Service at risk of defaulting on 
its financial obligations to the federal government. This underscores the need for 
comprehensive reform legislation that will permit the Postal Service to take the actions 
necessary to regain financial stability. 

For example, the amortization portion of the 2017 RHB payment is estimated to be 
approximately $3.1 billion. Substantially all of that $3.1 billion could be eliminated if retiree 
health benefits costs within FEHBP were fully integrated with Medicare — as are the costs of 
TRICARE, the Defense Department's plan — reducing the Postal Service’s estimated cash 
outlay to a much more manageable $2.4 billion. This would make it more likely that the 
Postal Service would have sufficient liquidity to fund the CSRS amortization payment in 
2017 and beyond. 

c. In light of this and the fact that USPS stands in default to the federal government for 
$16.8 billion, why has USPS consistently backed away from major cost-cutting efforts 
over the past four years? 

Answer: 

The Postal Service has not backed away from implementing cost-cutting efforts that are 
within our ability to adopt. We have taken a number of actions that resulted in $15 billion in 
annual expense reductions over the last seven years. The Postal Service has been able to 
maintain sufficient liquidity to continue providing prompt and reliable service to the American 
people, despite significant volume declines and onerous statutory mandates, precisely 
because of its extensive efforts to reduce costs and grow revenues. 

Since 2006, these actions have included reducing our career employee complement by over 
200,000, without resorting to layoffs, and consolidating nearly 24,000 delivery routes, 
despite adding nearly seven million new delivery points. Since announcing our Network 
Rationalization initiative in 201 1 , we have consolidated 350 mail processing plants— 
reducing our processing footprint by one-third. In addition, since 2012, we have 
consolidated more than 2,400 delivery units, and are adjusting the hours and staffing of 
13,000 Post Offices to two, four, or six hours per day — ^with more than 8,700 Post Offices 
completed in 2012, and the remaining adjustments scheduled for completion by October 
2014. Even while making these significant network changes, we have maintained high 
levels of efficiency and customer service. 

The impact of the Great Recession, as well as digital diversion, resulted in a 26 percent mail 
volume decline over the last seven years. The Postal Service’s net losses during this same 
period, exclusive of the RHB prefunding obligations, total nearly $9 billion. Given these 
facts, we recognized that implementing prudent cost savings initiatives alone would not 
return the Postal Service to financial solvency. Therefore, we also focused our efforts on 
developing new products and enhancing existing product offerings to meet the needs of a 
changing marketplace. As a result, our overall package business grew by nearly 22 percent 
over the last three years. Moreover, when excluding market-dominant package products, 
we experienced a 44 percent growth increase during this same period. 

In 2011, we introduced Every Door Direct Mail (EDDM), a saturation Standard Mail product 
with simplified addressing and acceptance requirements that allows local retailers and 
businesses to reach current and potential customers effectively and affordably. Since its 
inception, EDDM has generated almost $1 billion in revenue. 
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In 2012, the Postal Service began a market test for Metro Post, an innovative premium 
delivery service product designed to improve the e-commerce experience for customers 
shopping online by offering same-day delivery service for certain purchases. We also 
formed a strategic partnership with Amazon last year to test Sunday package delivery in 
select markets. The Postal Service implemented this premium service just in time for the 
holiday mailing and shipping season and, due to overwhelming interest, we are currently 
exploring similar partnerships with other companies. 

In addition, the Postal Service implemented an "exigent" price increase in January 2014 
concurrent with implementation of the annual CPI-based price increase for Market Dominant 
products. These combined price change implementations are expected to contribute 
approximately $2 billion in additional annualized revenue. The exigent price increase is to 
be repealed, as directed by the PRC, after it has generated $3.2 billion in revenue. We are 
currently appealing the PRC's decision to limit the duration of the exigent price increase. 

Despite all these measures, the Postal Service projects that it will continue to have a low 
level of liquidity for the foreseeable future if comprehensive postal reform legislation is not 
enacted. Should circumstances leave the Postal Service with insufficient cash to meet of its 
obligations, we could be forced to prioritize payments to employees and suppliers ahead of 
some payments to the federal government, in order to ensure that mail delivery continues. 

I. Particularly, why have additional plant consolidations been postponed? 

Answer: 

As indicated above, since 201 1 , the Postal Service has consolidated 350 mail 
processing plants. As a result of these consolidations, and as a part of our continuous 
improvement process, we are making significant improvements to the efficiency of our 
existing mail processing network. One such example is the recent implementation of our 
load leveling initiative, which will help achieve a more balanced distribution of mail 
volume across all of our delivery days. These improvements should result in additional 
cost savings to the Postal Service. We are also determining whether additional excess 
capacity exists in our plants and if further consolidation is appropriate. A part of this 
determination hinges on the prospects for comprehensive postal reform legislation. 

II. Why has USPS not shifted to a 2-3 day service standard for First-Class Mail? 

Such a service standard change was proposed publicly as early as December of 
2011. 

Answer: 

In January 2014, the Postal Service temporanfy postponed the adoption of revised 
senrice standards for First Class Mail that would shift the mail (with the exception of 
certain presort First-Class Mail) to a 2-3 day service standard. Service standards 
directly correspond with the Postal Service’s efforts to rationalize its network through 
processing plants consolidations. As mentioned in the previous response, the next 
phase of consolidations has been temporarily placed on hold. 

ill. Why has USPS not developed a coherent program to encourage or mandate 
residential customers to shift to curbside and centralized delivery? 
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Answer; 

The Postal Service has an initiative in place requesting business and residential 
customers to convert from door delivery, which is our most costly form of delivery, to 
either curbside or centralized. At the present time, we are notifying property managers 
and discussing the advantages of centralized deliveries to encourage such conversions. 
We have successfully converted 35,000 deliveries this fiscal year (through Feb 28), and 
we have additional signed agreements that will convert another 42,000 later this year. 
Furthermore, our current policy of directing all new growth to centralized or curbside 
delivery is driving a migration towards a more efficient mode of delivery for new 
addresses. Over the past three years 60 percent of all new deliveries were centralized. 

We have not determined it prudent to adopt a policy compelling existing addresses to 
convert from door delivery for a variety of reasons. Among other things, converting all or 
most door delivery points to centralized or curbside delivery would result in a significant 
investment and maintenance expense and could lead to significant customer and 
political opposition. The impact on mail volume would also have to be carefully studied 
before an estimate of the actual savings from such conversions can be determined. 

d. Is the Postal Service content to "run out the clock" with its current Medicare proposai 
and simpiy ask for a taxpayer baiiout? Has USPS deveioped a contingency plan 
should postal reform not be enacted this Congress? If so, please provide the details 
of that plan. If not, why not? 

Answer: 

The Postal Service has worked extensively to maintain sufficient liquidity to continue 
providing prompt and reliable service to the American people in spite of significant volume 
declines and onerous statutory mandates. Our efforts to reduce costs and grow revenue 
belie the notion that we are content to await a taxpayer bailout. 

Unfortunately, the situation is such that the only way the Postal Service can restore financial 
solvency is through the enactment of postal reform legislation. For instance, considering its 
current and projected volumes, the Postal Service simply cannot afford to make retiree 
health benefits payments at the level required by law, and the only way to ensure that such 
benefits can be provided over the long-term is through statutory changes that address the 
size of the retiree health benefits liability. 

The Postal Service has worked extensively with all stakeholders to develop a health care 
proposal that would ensure proper integration with Medicare and reduce our current RHB 
unfunded liability by $43 billion. Implementing this plan — which would almost completely 
eliminate the RHB liability and make future amortization payments manageable — requires 
legislative change. If such legislation is not enacted, and the Postal Service remains subject 
to unaffordable benefits payments, our primary plan to remain solvent is to continue to make 
responsible efforts to reduce costs and generate new revenues to ensure sufficient liquidity 
to continue delivering the mail. We have taken a number of actions that resulted in $15 
billion in annual expense reductions over the last seven years. 

Since 2006, these actions have included reducing our career employee complement by over 
200,000, without resorting to layoffs, and consolidating nearly 24,000 delivery routes, 
despite adding nearly seven million new delivery points. Since announcing our Network 
Rationalization initiative in 201 1, we have consolidated 350 mail processing plants — 
reducing our processing footprint by one-third. In addition, since 2012, we have 
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consolidated more than 2,400 delivery units, and are adjusting the hours and staffing of 
13,000 Post Offices to two, four, or six hours per day — with more than 8,700 Post Offices 
completed in 2012, and the remaining adjustments scheduled for completion by October 
2014. Even while making these significant network changes, we have maintained high 
levels of efficiency and customer service. 

The impact of the Great Recession, as well as digital diversion, resulted in a 26 percent mail 
volume decline over the last seven years. The Postal Service’s net losses during this same 
period, exclusive of the RHB prefunding obligations, total nearly $9 billion. Given these 
facts, we recognized that implementing prudent cost savings initiatives alone would not 
return the Postal Service to financial solvency. Therefore, we also focused our efforts on 
developing new products and enhancing existing product offerings to meet the needs of a 
changing marketplace. As a result, our overall package business grew by nearly 22 percent 
over the last three years. Moreover, when excluding market-dominant package products, 
we experienced a 44 percent growth increase during this same period. 

In 2011, we also introduced Every Door Direct Mail (EDDM), a saturation Standard Mail 
product with simplified addressing and acceptance requirements that allows local retailers 
and businesses to reach current and potential customers effectively and affordably. Since 
its inception, EDDM has generated almost $1 billion in revenue. 

In 2012, the Postal Service began a market test for Metro Post, an innovative premium 
delivery service product designed to improve the e-commerce experience of customers 
shopping online by offering same-day delivery service for certain purchases. We also 
formed a strategic partnership with Amazon last year to test Sunday package delivery in 
select markets. The Postal Service implemented this premium service just in time for the 
holiday mailing and shipping season and, due to ovenwhelming interest, we are currently 
exploring similar partnerships with other companies. 

In addition, the Postal Service implemented an "exigent” price increase in January 2014 
concurrent with implementation of the annual CPI-based price increase for Market Dominant 
products. These combined price change implementations are expected to contribute 
approximately $2 billion in additional annualized revenue. The exigent price increase is to 
be repealed, as directed by the PRC, after it has generated $3.2 billion in revenue. We are 
currently appealing the PRC’s decision to limit the duration of the exigent price increase. 

Despite all these measures, the Postal Service projects that it will continue to have a low 
level of liquidity for the foreseeable future if comprehensive postal reform legislation is not 
enacted. Should circumstances leave the Postal Service with insufficient cash to meet of its 
obligations, we could be forced to prioritize payments to employees and suppliers ahead of 
some payments to the federal government, in order to ensure that mail delivery continues. 

2. Your testimony states that USPS would like to transition to a defined contribution 
retirement plan for future employees. Could you elaborate on how that will help you 
resolve your current unfunded liability issues? 

Answer: 

The Postal Service proposal to transition to a defined contribution retirement plan for future 
employees addresses future pension liabilities. It does not resolve our current unfunded 
liabilities. We have funded 91 percent of our CSRS liability and overfunded our FERS 
liability. Current law sets forth a mechanism by which the Postal Service will fund our 
remaining CSRS liability, although, as noted in my testimony, we may not be able to make 
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this payment without comprehensive postal reform legislation. Furthermore, to prevent the 
Postal Service from continuing to overfund FERS, we have proposed that 0PM be required 
to calculate our pension liabilities using postal-specific demographic and salary growth 
assumptions. This would result in more actuarially appropriate assumptions, as opposed to 
the Federal Government-wide assumptions that 0PM currently uses. 

The Postal Service also is proposing a new defined contribution retirement system, for 
future employees only, as the current FERS retirement program is not comparable to 
pension programs in the private sector at large. It is not only more expensive, but it is less 
appealing to an emerging younger workforce who prefer a more portable and flexible 
retirement program. Our retirement proposal addresses the cost issues and provides 
portability and flexibility. 

A defined contribution retirement system for future employees would help ensure that the 
Postal Service remains financially viable, and can therefore fulfill our obligations not only to 
future employees, but to retirees and current employees as well. 

3. Your testimony states that “in October 2013, the Postai Service paid the Office of 
Worker’s Compensation Programs $1.4 biiiion, inciuding an administrative fee of $68 
million.” 

a. What percentage of employees who are currently on the workers' 

compensation rolls would be eligible for immediate retirement benefits? 

Answer: 

Currently 28.6 percent of our employees on the workers’ compensation rolls are 
immediately eligible for retirement benefits. 

4. Your testimony states that the Postal Service’s most recent calculations show that as 
of September 30, 2013, the agency has available only $3.8 biiiion in liquidity, and that 
this represents only 14 days of average daily operating expenses. You state “A 
healthy private sector firm of comparable size would have more than five times the 
available liquidity.” 


a. Can you describe the Postal Service’s contingency plan to ensure that ail mail 
deliveries continue? 

Answer: 

The Postal Service has worked extensively to maintain sufficient liquidity to continue 
providing prompt and reliable service to the American people in spite of significant 
volume declines and onerous statutory mandates. Our actions to reduce costs and 
grow revenue belie the notion that we are content to await a taxpayer bailout. 

Unfortunately, the situation is such that the only way the Postal Service can restore 
financial solvency is through the enactment of postal reform legislation. For 
instance, considering its current and projected volumes, the Postal Service simply 
cannot afford to make retiree health benefits payments at the level required by law, 
and the only way to ensure that such benefits can be provided over the long-term is 
through statutory changes that address the size of the retiree health benefits liability. 
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The Postal Service has worked extensively with all stakeholders to develop a health 
care proposal that would ensure proper integration with Medicare and reduce our 
current RHB unfunded liability by $43 billion. Implementing this plan — which would 
almost completely eliminate the RHB liability and make future amortization payments 
manageable — requires legislative change. If such legislation is not enacted, and the 
Postal Service remains subject to unaffordable benefits payments, our primary plan 
to remain solvent Is to continue to make responsible efforts to reduce costs and 
generate new revenues to ensure sufficient liquidity to continue delivering the mail. 
We have taken a number of actions that resulted in $15 billion in annual expense 
reductions over the last seven years. 

Since 2006, these actions have included reducing our career employee complement 
by over 200,000, without resorting to layoffs, and consolidating nearly 24,000 
delivery routes, despite adding nearly seven million new delivery points. Since 
announcing our Network Rationalization initiative in 2011, we have consolidated 350 
mail processing plants — reducing our processing footprint by one-third. In addition, 
since 2012, we have consolidated more than 2,400 delivery units, and are adjusting 
the hours and staffing of 13,000 Post Offices to two, four, or six hours per day — with 
more than 8,700 Post Offices completed in 2012, and the remaining adjustments 
scheduled for completion by October 2014. Even while making these significant 
network changes, we have maintained high levels of efficiency and customer service. 

The impact of the Great Recession, as well as digital diversion, resulted in a 26 
percent mail volume decline over the last seven years. The Postal Service's net 
losses during this period, exclusive of the RHB prefunding obligations, total nearly $9 
billion. Given these facts, we realized that implementing prudent cost savings 
initiatives alone would not return the Postal Service to solvency. Therefore, we also 
focused our efforts on developing new products and enhancing existing product 
offerings to meet the needs of a changing marketplace. As a result, our overall 
package business grew by nearly 22 percent over the last three years. Moreover, 
when excluding market-dominant package products, we experienced a 44 percent 
growth increase during this same period. 

in 2011, we introduced Every Door Direct Mail (EDDM), a saturation Standard Mail 
product with simplified addressing and acceptance requirements that allows local 
retailers and businesses to reach current and potential customers effectively and 
affordably. Since its inception, EDDM has generated almost $1 billion in revenue. 

In 2012, the Postal Service began a market test for Metro Post, an innovative 
premium delivery service product to improve the e-commerce experience of 
customers shopping online by offering same-day delivery service for certain 
purchases. We also formed a strategic partnership with Amazon last year to test 
Sunday package delivery in select markets. The Postal Service implemented this 
premium service just in time for the holiday mailing and shipping season and, due to 
overwhelming interest, we are currently exploring similar partnerships with other 
companies. 

In addition, the Postal Service implemented an “exigent* price increase in January 
2014 concurrent with implementation of the annual CPI-based price increase for 
Market Dominant products. These combined price change implementations are 
expected to contribute approximately $2 billion in additional annualized revenue. 

The exigent price increase is to be repealed, as directed by the PRC, after it has 
generated $^2 billion in revenue. We are currently appealing the PRC’s decision to 
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limit the duration of the exigent price increase. 

Despite all these measures, the Postal Service projects that it will continue to have a 
low level of liquidity for the foreseeable future if comprehensive postal reform 
legislation is not enacted. Should circumstances leave the Postal Service with 
insufficient cash to meet of its obligations, we could be forced to prioritize payments 
to employees and suppliers ahead of some payments to the federal government, in 
order to ensure that mail delivery continues. 
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From Representative Doug Collins: 

Ooenino Statement : During the hearing, we discussed the Postal Service's unfunded 
liabilities that could exceed $100 Billion if left unaddressed. On several occasions, 
including during the March 13 hearing, the Postai Service has asked Congress for relief 
from some of these liabilities, including employee healthcare and pensions obligations, 
based on differing rationales. 

However, I am uncomfortable taking a position on providing financial relief to the Postal 
Service without first having a better understanding of how the Postal Service is spending 
its money. Several events have recently been brought to my attention that I would like to 
have addressed: 

1. According to the Postal Service’s published financial statements, the Postal Service 
has lost money each of the last 5 years? Is that true? 

Answer: 

Yes, it is true that the Postal Service has incurred a net loss in each of the last five years. 
The following table provides a summary of those losses. 



2013 

2012 2011 

2010 

2009 

Net Loss 
(Dollars In 
billions) 

$4.98 

$15.91 

$5.07 

$8.51 

$3.79 


2. However, the same financial statements show that most Postal Service products and 
services are covering their costs - is this correct? 

Answer: 

Yes. Most products do cover their attributable costs, but there are some that do not. For 
instance. In County and Outside County Periodicals, and Standard Mail Flats do not cover 
their attributable costs. 

3. How can you reconcile the answers to Questions #1 and #2? 

Answer: 

In compliance with both the Postal Accountability and Enhancement Act of 2006 (PAEA) 
and the Postal Regulatory Commission's rules and procedures, the Postal Service assigns 
to products and services the ■attributable" costs, which are costs that are directly and 
indirectly caused by those products and services. See 39 U.S.C. § 3631(b) (defining 
"attributable" costs for a product as "the direct and indirect postal costs attributable to such 
product through reliably identified casual relationships ") In other words, these are primarily 
the volume variable costs that are incurred as a result of a given product moving through 
postal networks. 

The costs that do not vary with the volume of products and services handled, and are not 
caused directly or indirectly by the changes in the volumes, are termed "institutional" costs. 
Institutional costs include "fix^" costs as well as costs associated with the Postal Service's 
networks. As the Postal Service is a multi-product network, a large portion of postal costs 
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(approximately 45 percent in FY 2013) are not directly or indirectly caused by any individual 
product and are appropriately considered to be institutional costs. For instance, the nature 
of delivery costs is such that growth or reduction in volume does not cause costs to change 
proportionally. 

A substantial portion of delivery costs are fixed irrespective of volume (e.g., the costs 
associated with driving to the start of a delivery route are unaffected by the volume of mail to 
be delivered). As a result, not all delivery costs can be attributed to products, A substantial 
portion of institutional costs is also due to the requirement to prepay the costs of retiree 
health benefits (RHB), 

While most products are generating sufficient revenue to cover their attributable costs, the 
products are not collectively generating sufficient revenue to cover both their attributable 
costs as well as all of the Institutional costs. As has been the situation with the 
unprecedented volume losses occurring since the Great Recession, when mail volumes 
decline, attributable costs can be adjusted in response, but the institutional costs, which are 
not caused by or attributable to any particular product and do not respond to the changes in 
volume, remain. Rather, these institutional costs are a result of non-volume factors such as 
the Postal Service’s universal service obligation and other statutory obligations. 

It is the lack of sufficient revenue to cover both the attributable and the sizable and 
intransigent institutional costs, including the prepayment requirement for health benefits, that 
leads to the Postal Service losing money overall. See pages 23-24 of the PRC Financial 
Analysis, 2013: Analysis of United States Postal Service Financial Results and 10-K 
Statement for Fiscal Year 2013 (March 18, 2014). 

4. I have heard that the Postal Service only attributes approximately 50% of its costs to 
specific products - is this true? 

Answer; 

As described in the response to Question #3, about 45 percent of total postal expenses in 
FY 2013 were not caused by any individual product or service and are, in compliance with 
PAEA, the Postal Regulatory Commission's rules and regulations, and Supreme Court 
precedent, treated as “institutional" expenses. 

5. If so, then how can the Postal Service determine which products are really making 
money versus products that are losing money? 

Answer: 

Using the costing methodologies prescribed by the PAEA and the Postal Regulatory 
Commission’s rules, the Postal Service determines what portions of the different types of 
costs are attributable to products and services. Each product is expected to cover the costs 
that it directly or Indirectly causes, and to contribute additional revenue toward the coverage 
of the institutional cost burden. Through the development of the attributable cost estimates 
for each product and a comparison of those attributable costs to each product’s revenues, 
the Postal Service reports in the Cost and Revenue Analysis (CRA) report every December 
whether the products’ revenues covered their attributable costs in the most recent fiscal 
year. The Postal Regulatory Commission reviews the CRA as part of the Annual 
Compliance process, and determines if the appropriate analytical methods were used to 
estimate the costs. 
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6. Without allocating 50 percent of your costs, how are you confident that competitive 
product revenues are actually profitable and cover the entire costs that they create? 

Answer: 

The methodology for cost attribution, dictated by the PAEA and the Postal Regulatory 
Commission’s rules, provides the guidelines for each type of cost such that the Postal 
Service can determine which costs were directly or indirectly caused by each product. Thus, 
each competitive product’s share of costs is computed on an annual basis. 

The methodologies used to attribute costs to products, including the Competitive products, 
have been developed over the span of forty years of litigation in public hearings at the 
Postal Regulatory Commission {previously, the Postal Rate Commission), providing ample 
opportunity for consideration of alternate views of appropriate cost allocation methods. The 
Competitive products are required, by PRC rule, to cover their attributable costs and 
generate sufficient revenue that they make a collective contribution toward covering at least 
5.5 percent of institutional costs. 

In fact, in FY 201 3, the Competitive products produced sufficient revenue to cover all of their 
attributable costs and also cover 11.8 percent of institutional costs. The PRC also 
determined that, in FY 2013 (as it has for every year that it has considered the issue), 
market-dominant product revenues did not subsidize the provision of competitive products. 

7. Have any revenues from monopoly products been used to pay for operating costs or 
investments made for services that compete with the private sector? 

Answer; 

PAEA required that the Postal Regulatory Commission (PRC) enact regulations to "prohibit 
the subsidization of competitive products by market-dominant products." 39 U.S.C. § 
3633(a)(1). The PRC annually determines (as part of the Annual Compliance Determination 
under 39 U.S.C. § 3653) whether the Postal Service has complied with this requirement. 

The Commission has consistently concluded that no revenue from Market Dominant 
products was necessary to pay for services in the Competitive category. For the most 
recent discussion of this issue, see pages 79-80 of the FY201 3 Annual Compliance 
Determination (March 27, 2014). 

In fact, although the Competitive products are required to produce sufficient revenue to 
cover their costs and cover 5.5 percent of total institutional costs, in FY 2013, the revenue 
from Competitive products collectively covered all of their attributable costs and contributed 
toward covering 11.8 percent of institutional costs. 

8. The Postal Accountability and Enhancement Act of 2006 prohibits monopoly product 
revenues or profits from being used for services that compete with the private 
sector? Isn’t this true? 

Answer: 

As noted in the answer above, PAEA requires that revenues from market-dominant products 
not subsidize competitive products, and the PRC has found that the Postal Service has 
complied with this requirement. 
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9. Can you please provide an outline of investments you have made in the last 5 years 
for the following; 

a. Significant investments (over $10 million) for market dominant products, 
including amounts spend for flats sortation and sequencing equipment and 
related capital expenditures, including facility reconfiguration. 

Answer: 

Please see the chart below for details regarding the investments. As can be seen 
from the chart, the nature of the investments is such that it is often not possible to 
differentiate between the investments that would be solely for Competitive or Market 
Dominant products. However, with regard to expenditures made in FY 2009 to FY 
2013, the associated depreciation was included in the FY2013 attributable costs for 
market dominant and competitive products through the PRC-approved procedures. 

For instance, in the case of FSS, the annual depreciation associated with FSS is 
distributed to the products that utilized this equipment, as determined by our data 
collection systems, and therefore the attributable costs for all products reflect FSS 
depreciation to the degree appropriate. It is this process that enables attributable 
costs for each product to include the appropriate capital costs. The distribution of the 
depreciation for Fiscal Year 2013 can be seen in the Postal Service's filing. Docket 
No. ACR2013, USPS-FY-13-8.zip in the workpaperfy13equip.xls. 
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use unique IntMigatd Uad bscodee im mad paces, tntelligeni Mail tray barcodes. liHeiligem Mail container barcodes, and they must 
ekcl'ceueally subtM postage statements «id marbngdacumentation through the PosialOne’ System Under Ihe Non-Mandaled scenano 
much el this sctMiy retnauts manu4 

Network Rationalization 


1 

By insisuimg senece Mandacd rawstons die Postal Service msH signihcenlly impovs the efficiency of and lower die costs ol its mail processing 
n^work This vnK be nccampiiMied by t«fucng both die number ol mail pocessing locations that the Posid Service needs ^ the amount oi 
mal pocessing equipments die remaning Ipcatione These chenges in semce stendaidi will ailswihe Po^al Senvee to txpmti the 
pocassingwindoiinferptanpy Mdtecondvy operations The expanded pocessingvondows wiH reduce the number of mail pocessing 
niKbines needed to handle the vohffne d mad This reduclion ai equipment will then ensUe ihePosta Service to consdidae operations and 
reduce the current netweiii of aiBl pmcessing lacatrons from over SOO toctiions to approximately half ihx number When hally impiemented 
these ^ani cansobdalions end the ass«ci«ed Mioi woric hour savings wk lead to significant cost samrigs m mail pocessmg The changes to 
ihe mail pacesaingnetiwk«iiA also imgrovie the eBciency and reduce the costs oi the Postal Serwtes transportation network 

Inieiilgeni Mall Barcode (IMb) Printing 
Upgrade 


1 

Inledigere M»i Barcode IffiMtf re rMMcmg imh the Posiai Numeric Encodirtg Technique (POSTNET) and Postal Alpha Numanc Encoding 

Technique (PUMfET) baicodK T^ iMb is about the same size as the traditional POSTOET symbol and combines the 2\P Code data of 

POSTNET arw) the tracking dale ^PLAfSTrto a single barcode ihal prondes greater data capacity and end-to-end visibility mlo the 

manstiMm ^s program vwll proAd* software, fmiwaii. and hardware upgrades to lelltr automation equipment These upgrades are 

ntcessvy IQ suKtid iheunplefnerdattontrfFufl-Service IMb lulomation requirements and the planned relirerrtenis ol the POSTNET and 

PLANET hatcpdst nie pnrding upgrades to be impiememad under this program will cover a subset of leltei mail processing equipment that 

cutrenlly teUs andnu anAes POSTNET barcodes 

Customer Contact Canters Insourcing 
Deployment 

5IT(2fl12 

S20 8 

This irutiMive vKli meet the terms at tne 20tO-20tS Amencan Poelal Workers Union (APWU) Corporate Call Centei Memorandum of 
Understandmg (MUJ) wtach slates that managemerk vwll staff the can center vwlh no fewer than 1.100 bargaining^jne clerk cr^ employees 

The Postal Service may be able to utfii/e lha cuetomar contact centers m-sourcing agreemenl IdpMentially resolve a 1994 APWU gnevance 
resuttmg from the outsotHcatgofcusldmarcaMact canters Whke the liability to the USPS was not considered pmbabis there would be ns 
Bddhxxval potential kabilSy once the customer cenlect centers are staffed with postal employees 

The Postal Soruce wil deploy Ihie* Customer Contact Centers across the continental United Slates between August 2012 and May 2013 

The invesImerAwdiaccompliMi ihefcaloiwng 1) meal ttie terms el the May 11. 2011 contract between Ihe APWU and the Postal Service: 2l 

proade all USPS customers (mdeaduai aid busmessas} with a single pomt of contact as well as censistem and reliable informetion. 3) 

enhance smalt business through dedicated suptstd and 4) prowdc a plallorm fix polendal up-sellinglcioss-sehing opportunities Further, Ihe 

Postal Serwe* expects to memt^n if not increaae customer satisfaction levels ihnxigh a total call ownership strategy, reduce workers' 
componsaiion obkgaiiona. and increase operaiionei efficiencies at local Postal Ssmc* facilities 

PCI Compliance 

■ 


Requusmem to conlinut accepting can) paymenu The Payment Card Industry (PCI) Compliance Proiecl is inlended to bring Postal Seneca 
card pdyrneni processing Mo compAance with the PO DMa SKunty Standard by imptementing enhancethenis la all Postal Service 
peymenis processing xibasttuciute areas which address tX d identified compliance issues 

Retail Systems Sobware 

■ 


This program is mieniled to upgrade and undy reiail systems spftwsie by providing s single software splufipn and associated servers lo 

iuppeii eV retad channels leptacing the tom cosily software meimenance tontraeis for tho euslmg peni-of-eele software appficaiions used foi 

Pom af Service OlE. Auiometed Postal Cenier. MiegrasaftoiadTerminal and me Contract Access Rata' System Commumeiiion and 
date trensmssren bom retail umis wih connect ell automeiedWcttions to the potlel network in reiMime 


■ 

m 

mprore package Keckmg lor senders end leceiveis Product Trackmg Reengmeenng supports ihtee primary goals 1) Creales capacily to 

suppod Ihe protected growth of Pxkage Tracking Volume 2) Cawrehzes management of trKking information raqunad for alralegic growth 
initiitrves. and. 3)Prd<ides aftexibia. exleneible pfalform tor future products 

John F. Kennedy Iniecnetlonal Service 
Center <JFK ISC| ■ Facility Upgredai 


1 

The JFK ISC facikiy upgrade covers an of the work related to reconfigunng tne JFK iSC to allow Bcnidng 2$Q lo procast Export Inttmauonal 
Pnoffly Parcels pteweusly processed end dispatched at the NJ Bulk Mat' Cemat and lo absob operaiipns parfovmed >n an innix (Builebng 

197) at JFK Cacdel fundng was approved to msiell e ptrcel sontr modify end relocate a loose mail preptrabon syaicm, ralocaia 
automation equipment withmiht budding and to Northeast Area (NEA) gamt. and perform conveyor system modiftcptiwis and make miner 
buviding modifications 

The least for buddmg 197 wil net be renewed saving lease costs and oosialmg costs, including shulfla iranspOftMiOR Rtlocabng Export 
niemetxmtl Parcel processing to the JFK ISC mH better align tne processing of (his miilldfft thelnlemational Mail Proeasemg Nstwork 

This change MU also avoid ttansponaiion costs to truck kitamationai Exoon Parcels tram New Jersey lo NY ISC lo matt aidini flights to 
breign eovntnes that ate not amleble at Newark's Liberty Airport 

Automaied Parcel and fiundia Sonar 
(APSS) ■ Sarvica IHa Ektanilon 

Program 

ia'20>20ia 

]$a.3 

The APBS ■ Serwee Lrle &ide"s>«n Ptogrem provides Bercode Readers and Optical Character Readers (SCR/OCR) to keying indueilon 
stations of 190 SmaO Parcel and Bundle Sorters (SPSS) This pugram also repiacas aging elKironic controls wRh newly dcvelopod 
nardwaiefsoftware end insials a reject return conveyoi The AreS machine w4l utilize about 80 peresni of Ihe existing SPSS machine 
components ProduciMiy will increase eta r«suft ^repeKuig manual keying mih BCRrOCR readers, which mil reduce diainbutionwork 
hours f»f package and bundle sortmgoperations The program is also axpectedto extend tha useful hie of SPBS machines by Ian years 

PARSrCFS Funcdonai Upgrades 

9i27/20i0 

1 

Funding wes approved lo develop a compfete soiuiiontothe exhausted Sennee Typelndicalor ;ST)D) table, support USPS's timely 
deveiopmerx of new pioducte «td services, elitnmaie sosting Mailer ID (MID) end ST10 constreinla. and efimmate reliance on a vendor for 
ncremenlal software changes Remote Petfennonce Oiagnoatic Server fRPOS) mo^cauons will allow the new me^ed endorsements to 
correefly display in the mailpiece record as an option nvnW (i e Address Service Requested Option 3) or specific treatment (Secure 
Oesiivct>ov<| and mil adow the sytrem lo be quened by those new fields The redesign of Naiionat Customer Support Center ^CSC} Image 
Manegement System (MS) is necessary lo expand volume cspacily end to provide a sepstehefi of the processing so that a failure of one 
process dees not mtei^ wdh the other ptoceeses (e g coteCtion of change of address data) 

Capitol Haights. MO Sowhern Maryland 
NDC HVAC Upgrade 


$23 1 

This pvoieci was approved to replace Av> HamFuvg Unes (AHUsJ. replace Roof Top Dmts (RTUsj. and related controls with new modular AHUa 
and packaged RTUs with vaneWe ftequcncy dnves and controls to sshe the NDC workioom The aii tfisinbuiion systein in die workroom 
would be teuserf 'Rie office amss in ihe NOC wdl be also served Oy AHUs and variable an volume lemunal units veiil yxcMde ini£wdual 
heaiinglcortng zones sinter lo the P&OC 
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Progf*™ - Phaw 3 

n 

H 

IniFrovss autematsd reatfengrd addresses and IcfltHMn ssnmg. Thud phase ol sn mcent/ve-Bassa (xogiam tliai in-.p;3V4s Rsmols Caniputei 
R«s4«< P9CRJ encode nsss «ld reduces ener rxas Ihrou^ use ol s commsrciaiiy avaiiabla name and address database to increase the 
proportton of letters soiled to IlM carmcl (Mneiy pond Tins reduces both the keying hours in Remote Encoding Centers aruf the work hnirs 
fsr manual dieinbution n dMweiy ums and m«l processing plants 

Patthfs Adaptive Scanning Syuem 
(PASS) 

6/Z3?2Qia 

$43 9 

PASS supplants manuid Karsutg by handheld scannsrs at high-packagaiolums Delivery Units to capture and transmA scans in real4<me. 
malong tracking data umiedistety avadaUe to customers The program nas expanded to include 1.500 PASSUte Ring Scanner systems m 
adduxin to 1,0(H9 PASS (Narhead sevnng isuls PASS units tnco^rats the ccmttxned use of camera and ring scanner technology to 
irtcreast the cot«ra 98 xl KMd debiiwy unds PASS Mso incorporates earner route response back to the operator to facilitate earner route sort 
distribution Ttas enaWes emptoyees to sort nuxl wtiiout knowfedge of local schemes 

Ctilcago, It, d,T. Weakw tSC, ISC 
Annex. AMC, PacllKla* Reiocationt 


1 

Renoietie tire kving Park Road Processaig andOrstnbuiion Cartier (P&DCI. Chicago Mail Surface Hub (CMSH) tiehMrk Oistnbulion Center 
iNOCi, and lomterAdpttrt Mad Center (AMC). to house reakgned Internationa and domestic oper«ions This includes meung. purchasing and 
instadmg equipment sixth as a rteiv Low Cost Tray Sorter (ICTS). moving a Linear Integrated Parcel Sorter (LIPS) bom the existing leased 

ISC to the new ISC moving and erMafing an Automated Package Processing System (APRS). Rwwng the Surface Transfei Center (STC) 
aper«<ei> to the NDC. eislida^ a Smaa Parcel Bundle Sorter (SPBS) from Cardiss Ci^lini and moving the Terminal Handling Service (THS) 
operation from the AMC Ths pio|Kt peniMs Om PostM Service to save approximately SE1.6D5. OOP in operating expenses over the tO-yea' 
analyvs penod vdiile conixeang to prowde eMcedent eerace «i the Qreal Lakes Area 

PoMsI Automated Redirection System 
(PARS), Phase 4 

■ 

S90 8 

Jndeineiabie-As.Al)diessed ftJAAj ir^ must be kjnvatded returned to sender, or disposed of as waste Address corrections must be based 
on M the attubutes oftiie ndiwikiM rivail prece and the associated change of address or reason for nen.dflr<ery This pt^ammll allow more 
UAA malt to b« processed soccessM^ on ntomelion equipnveni to result m (ewer letter-tonmg operations and reducerf keying workload at 
ihe Remote Encoding Cartiws ^KCs) 

S^ingHeld, MA Hetwork Distribution 
Center (NOC) . Facility Upgrades 

4/J2;20IO 

1 

This progism suppwte the Bulk Msil Center (BMC) network transfonnatian (to MDCe) end will allow operations from three teilities - Spnngfield 
Logistics ^ OitiniNtitin Carder ^.AOC). Hew England Surface Transfer Center (STC|, and SpnngSek) HDC ■ to be consoMaied This will 
enable closure ofUie L^IC before d$ lease expH«s on Jidy 31 2013. and the sale or other use of the posiai-owned STC The program 
mckioes corr^leiing the wodi required at the Spnnc^eid HOC to suppod processing of the volumes being relocated from the ISCiC and the 

STC It covers necessary upgrades is Ihe HOC {aciUy and existing equipment relocation of an existing High Speed Tray Sorter (HSTS) from 
Ihe STC purchase of an addiiionai HSTS andrelocMionctfiwo Auiomaied PKkage Processing System (APRS) machines fmm the L&DC to 
the NOC 

San Mateo, CA IT Accounting Service 
CentN HVAOEIectrica) Upgrade 



Pus project will adow fhe bciMy to meet the required power and cooling capacity issues ht ifie iT'ASC opeiations by upgrading the aiacfrical 
system, remonmg the exislvig three 2854on chdiers and msleliing bur new 45IMon chillers and matching cooling towers, constructing ui 
enclosure for two of the tournewchSers. msiMkngnew ewrtchgearto support ths ticetneal teiwce. upTadmg existing ^actncal service, 
msialkng new UntfsenupMde Power Source synern wnh associated batteries, installing three new generators, constructing a utility gallery 
on the east sideof Ute building and constructing an enclosure for the new generators 

Nagotiated Service Agreement 
Infrastiuciure 

1 

S12 2 

The purpose of this specihe HSA rs to provide incentwas to encourage the Bank of Amenci Corporation (BAC) to engage in voluntary changes 
in mail peeparaiion These changes would reduce operating costs for the Postal Service <n handling BAC's First CIns Mad and Standard Mail 
ittieri The agreement was mianded to tchievt Ihe following (1) Improve mail processing pedormance of BAC's Fiisl-Class Mail and 

Standard Mad letters. (2) Reduce return rales tor First Dass Mail and Standard Mail letters. (3) Reduce lorwsrding rates for First Claes Mail 
letters Tbs purpose was togne BAC mcentnet teieduc^bywhalerer rnaans that BAC bekeves arecosl-e^ecliva— the percentage of BAC 
FxttCass Mad and Standard Mad leiier voted volume that c»vnoi be read o' acctjXed by USP5 mail processing equipment or whitti must 
be relumed, fomatded or discarded because it is uncWherable as-adoressed (UAA) 

Phllsdeiphie. PA, Network Oistilbutlen 
Center (HOC) - Feclllcy Upgrades 

8/2513009 

$15 I 

This program covers Ihe work reqvu'ed to aSow the PHIadelcAis NX lo process the onginsting Pnonty Mail 8als and parcels being leloeatid 
horn (he L&X due to <e planned cloture when the lease expires m March 2010 The proieei inctudie demoiithmgtwePafeat Sorter 

Machinet and two Sack Sorter Machines and relocating tiit control room and tha computt' room In addition, a 209 bin Automated Package 
Pioeettmg System (APPS) wHi be irantfened from another site end a Small Parcel end Bundle Softer (SPBS) and SPBS feed syitem vwfl 
be lenvpvfd 

Lew Cow flejeci Cneodirtg Mechine 

(LCREMtPn>grem 

8'25'2009 

$21 1 

This program will convert appronmarely 200 excess Camai Sequence Sa> Code Sorter (CSBCS) machines into istter msitlebabng ntachmes 
The Low Cost Reject Encodirvg Macnme (ICR£M) wiH m depioyea as a repitcemem for existing Leaer Mat Labeling Machinee (LMLMs) 
wfHCh «e experiencing end-oHife issues The LCREM wiH not orwy retlace the exisnng LMLM functionality, it wiD also b« able to encode 
reiect letter mailcaeceswnh a9- or it digit barcode The LCREM will have lour openiionai modes (1) apply a label to the POSTNET tier 
sens on alt maitpiecas (2) apply a label to the POSTNET dear Tone on all meilpiccee and (nm an imekigent M«l Bircodi (iMB) if tha 
maiipact can be eneodad (3) apply a label to the POSTT£T clear lone only if Ihe mailpieci can be encoded and pnni an IMB, M (4) apply a 
label to the O Tao clew zone on al mwioiecet 

Aaaet Management Integtaiion. Phase 1 

4^30/2009 

$32 3 

AM IS designed to sigmiicaniiy improvw the Poeiaf Service's eWiiy to manage matenai invamonet and physical assets, including vehicles, 
veh<ie spare parts stamps post cards envelopes, philaitiic products, ixpediied pKkagmg suppnee. ReadyPbOt. and oHciaRy licenaed 
ratal oroducts 

Postal Automeied Redirection System 
(PARS) - LMter Incentive 

<'21/2009 

$45 4 

The P/WS Lftlei iiKenirve program mil luiihei enhance PARS capabittiies it will prowde upgrades to existing PARS sottware and equgiment 
that wiH improve eysiem performance Seven ipeciAe performance parameiere are targeted for improvement Achieved imprcnements will be 
ev»iu*i*d against the PARS baxima partoimanc* lhai extws at tna time the proposed upgrades are orastntad to Ihe Postal Saivice far 
evatupion 

MuliKhannel Customer Experience 
Improvement Project - PfoJe« Phoenix 



Project Phoenix vnll address these challenges by improving the undertytng information technology (IT) that supports three key ravenue 

gensratxig channels wrihn USPS the website (LISPS com), the contact earner, and retail Projeci Phoenix will also fund enhancemenls to 

U^S com and the contact cemere These improvements wiK support a more positive and consistent customer experience across channels 

by offering more products and serwees. end wiK posrtively impact Customer satisfoclion. retention, and revenue growth The imprmemenis will 

also reduce fT nwiritenance and mtegraiion costs over tune SpeciAe bKk.end mlraetructurt improvemefAs mil include new Service Onsnied 

AtctiXeciuie (SOA) Ihel will megxaie end support the ontuie (USPS com), conitcl center, and retell channels Improvements to USPS com 

will include enhanced account services (address book and calendar) robtisl search feaiures. dynanec ads. onlme su^eys. an online chat 

feature, and the creation of a new mobile channel Contact Center improvements wiK feature Agent Desktop updates that include customer 

histoty and accoun urfoimaliDn as well as a replacamant fortht Elscironic cuslomer care (eCC) services and Frequently Asked Oueslions 

FAO) appkcalion on USPS com The retail channel wiB have the abdily to share core services utilized fay beth USPS com and the contact 
center due Id Projact Phoenix improvements Shared services wi]| be targeted for inlegration with Point of Sale (POS). Automated Postal 

Center hv^re contigurationt and Contract Access Retail Systems (CARS) This future mtegrstienwiV achieve numerous efficiency 

and accuracy wnprovements which ndtide the fobowng quickly implamenting changes in rales and fees across channels, providing 

avdomatic updates lo all systems and iiTtprauing accura^ and evailabilny of detailed data to support decision analysis 
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Performance statistics on the fiats sortation and sequencing 
equipment. 

Answer: 

The Flats Sequencing System (FSS) enables the Postal Service to reduce 
labor-intensive manual casing of flats by sequencing flats in delivery order for 
carriers similar to what has been done for letters since the early 1990s. Using 
FSS to sequence flats reduces the amount of time carriers spend manually 
sorting mail and increases the time available to deliver mail. This permits the 
USPS to consolidate delivery routes and assists in managing growth. Overall 
this provides a greater opportunity for optimizing routes — enabling a more 
efficient and predictable delivery environment. Delivery is the largest cost 
center in the Postal Service and the FSS investment was funded to improve 
efficiencies and reduce delivery costs through sequencing flats into delivery 
point sequence. 

Currently 2,428 zones (including PO Box only zones) receive FSS flats which 
involves 38,459 city routes and 7,276 rural routes. As of March 21, 2014, 
over 4,380 city delivery routes have been eliminated as a result of flats 
sequencing. Additionally, the carrier case footprint has been reduced, 
allowing more carriers to fit into existing space, contributing to the 
consolidation of 2,436 delivery units, while absorbing growth in possible 
deliveries. 

While the performance of the Flat Sequencing System still does not meet the 
contractual standards, it has improved. Machine throughput, which is 
measured by dividing the pieces processed by the machine by the hours that 
the machine operates, has increased from 8,212 pieces per hour in FY 2011 
up to 8,985 pieces per hour in FY 2013. At the same time, the acceptance 
rate, which measures the percentage of pieces sorted versus the pieces 
input, has also improved from 95.6 percent in FY 2011 to 96.1 percent in FY 
201 3, Another performance indicator. Pieces at Risk, which measures the 
percentage of mail which may be at risk of not making on-time service, has 
been reduced on the system from 6.01 percent in FY 2012 (first year 
measured) to 5.84 percent in FY 2013. 

These operational improvements (although still not meeting the standards in 
our contractual statement of work) have resulted in improvements to delivery. 
Currently, 38,459 City Delivery Routes and 7,276 Rural Routes are serviced 
by the FSS. The percentage of flats that are sorted to carriers in walk 
sequence has climbed in FY 2013 to 57.9 percent in those offices which are 
sorted on the system. This is an increase from the previous year which saw 
56.9 percent of the mail sorted in walk sequence. 

All of these changes have contributed to a reduction in the cost to process 
flats. For Standard Flats, which represents the vast majority of the volume 
processed on the FSS, the cost per piece has been reduced from 46.3 cents 
in FY 201 1 to 45.2 cents in FY 2013. 
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b. Significant investments (over $10 million) in competitive product equipment 
and infrastructure, including sortation equipment, scanning devices, etc. 

Answer: 

Please see the chart below for details regarding the investments. As can be seen 
from the chart, the nature of the investments is such that it is often not possible to 
differentiate between the investments that would be solely for Competitive or Market 
Dominant products. However, with regard to expenditures made in FY 2009 to FY 
2013, the associated depreciation was included in the FY2013 attributable costs for 
market dominant and competitive products through the PRC-approved procedures. 

For instance, in the case of FSS, the annual depreciation associated with FSS is 
distributed to the products that utilized this equipment, as determined by our data 
collection systems, and therefore the attributable costs for all products reflect FSS 
depreciation to the degree appropriate. It is this process that enables attributable 
costs for each product to include the appropriate capital costs. The distribution of the 
depreciation for Fiscal Year 2013 can be seen in the Postal Service's filing, Docket 
No. ACR201 3, USPS-FY-1 3-8.zip in the workpaper fyl 3equip.xls. 
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Approved USPS Capital Investment Projects Over$10 Million from FY2009 - Quarter 1, FY2014 
that are Active or were Completed prior to the end of Quarter 1 , FY2014 



. "lai. i.«- ' ' :l.: : f'r;''.'. -rjV" | 

Accounting Senm Cerner Patrol Automaticn Reen{^r««ng 

511.5 

$0.0 

AetNe 

Asset Managemertl inlegraticn, Phse t 

532 .3 

530.3 

Active 

Automated Parcel and Bundle Sorter <AraS} > Service life Extertsion Program 

5W.3 

560.4 

Compieied 

Caoitoi Heiohts. Ii^ Soudtem Maryland NX HVAC UDorade 

522.1 

S2Q.S 

Comerteted 

Cliicxjo. IL J-T. Weeker (SC. ISC Annex. AMC. F»i<fees Retoc^ons 

514.7 

513.3 

C^i^eted 

Commercu^ Mait AcoepGvioe Trarstormabon 

518.5 

$8.7 

Active 


520.8 

$168 

Active 

O^ivery Uret InSraslructure Technotogv dXIlH Program 


$17.3 

New 



571.6 

Active 



SQ.O 

New 

Fiat Postal Autom^ed Red#ectnn System f^ARS^ 

536.8 

55.3 

Active 

Rat RecopnWon tni«>wemeot Program (FRIP) - Phase 3 

5235 

$0.0 

Active 

intettigml Mail B^oode (Mb) PriMina Upgrade 

510.6 

555 

Comf^etsd 

John F. Kennedy in&nuttonai Smioe Center (JRC ISCi - Fadirty l^jgrades 

515.0 

$12.0 

Active 

Low Cost Reiect Enoodeta Maehirte (ICREMi Provam 

521.1 

516.5 

iiiRuiy^^i 


51503 

5145.1 

CoRtoieted 

Maeonal Ftecydng Program 20!4 

sia.f 

50.0 

New 

Negoeated Service Agreement bifrasiructure 

512.2 


Comt^eted 

Ncavortc R^ionabzaben 

5264.2 

594.4 

Active 

North Houston P&OC Expansion 

5730 

so.c 

Active 

PARSCFS Funoeenai Uocrades 

5153 

511.9 

Comoleted 

Postal Automated Retfreeeon System (PARS) - lever inoentiw 

545 4 

5450 

wmsm 

Passive Adaptive Scanning System (PASS ) 

543.9 

542.a 

Completed 

PCI Carnpliwtc* 

562.8 

514.1 

Active 

Ptvladelphfa. PA. Network OistnbuRm Center (NDC) • Facilrty Upgrades 

516.1 

513.9 

Comii^eted 

Postal Automated Re<firecban System (PARS). Phase 4 

5908 

5853 

Active 

Product Trackino Reenoineenno 

$89.3 

558.3 

Compieied 

Retail Systems So^vare 

527 0 

517.5 

Active 

S«i MatM, CA IT Aeeounttog Serwee Center HVACJEtectix^ Upgrade 

$219 

521.8 

Comirieted 

SASP Iftftasmjcbae Upgrade (SASP) 

$43.1 

52B.3 

Com^Aefed 

Spnrq^ield, MA Network Oistobubon Center (NDC) • Faciity Upgrades 

SI 5.0 

514.6 

Completed 


Prefects identified as "New' w«e j^aproved in Quarter 1. FY2014. 
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10. Where does the Postal Service disclose significant investments in capital? Were any 
capital investments for Infrastructure or equipment used for either monopoly or 
competitive products not itemized and disclosed to the public? If so, can you 
identify them? 

Answer: 

The Postal Service tracks all programs with approved capital funding over $5 million and 
publishes the Investment Highlights (semi-annually), the Detailed Capital Investment Report 
(quarterly), and the Project Index Summary Report (quarterly), A description of each report 
has been provided below. 

Investment Highlights 

Provides an overview of investment projects with approved capital funding over $25 
million. These projects typically take two or more years from the time they are approved 
to be fully implemented and begin capturing savings. The Investment Highlights report, 
once approved by the Postmaster General, is provided to the Postal Service Board of 
Governors, the Government Accountability Office (GAO), and the Postal Service Office 
of Inspector General (OIG). 

Detailed Capital Investment Report 

Includes in-depth information on all active programs over $5 million in capital. 
Information is presented by quarter to show progress since approval. The quarterly 
compliance information submitted by program managers and executive sponsor 
managers is compiled and presented in this report to provide a historical account of how 
each program progressed over time and how actual program deployment compared to 
the original plan in the Decision Analysis Report (DAR) Business Case. The DCIR is 
provided to the OIG quarterly. 

Project Index Summary Report 

Presents high-level schedule data for all programs over $5 million in capital. Projects 
are presented in four main categories (projects in pre-deployment/pre-construction, 
projects in deployment/construction, projects in post-deployment/post-construction, and 
completed projects). From this report a determination may be made as to whether an 
individual program is on-time, behind schedule or late. The report also shows the 
current milestone, overall percent complete, whether a DAR Business Case Modification 
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Request has been approved, the target return on investment (ROI), the anticipated 
investment variance, etc. The Project Index Summary Report is provided to the OIG 
quarterly 

The Investment Highlights, Detailed Capital Investment Reports, and Project Index 
Summary Reports are all posted to a SharePoint site and are available to senior 
management and program managers. 


Conclusion (from Rep. Doug Collins) : I believe in a healthy and viable Postal Service for 
years to come. However, without having a complete understanding of how the Postal 
Service is spending its money, it makes it very challenging to entertain their requests for 
relief. As an organization that enjoys monopoly power, they should demonstrate 
complete transparency and accountability for all expenses, certainly for market dominant 
products, and also at a reasonably detailed level for their products that compete against 
the private sector. 
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GAO 

AccourAairillty * Integrity • ReliebilRy 


United States Government Accountability Office 
Washington, DC 20548 


April 2, 2014 

The Honorable Blake Farenthold 
Chairman 

Subcommittee on Federal Workforce, U.S. Postal Service and the Census 
Committee on Oversight and Government Reform 
United States House of Representatives 


Subject: Responses to Questions for the Record; Subcommittee on Federal 
Workforce, U.S. Postal Service and the Census, March 13, 2014, Hearing on "At a 
Crossroads: the Postal Service’s $100 Billion in Unfunded Liabilities" 

Dear Mr. Chairman: 

This letter responds to your March 21, 2014, request that we address questions 
submitted for the record related to the March13, 2014, hearing entitled, At a 
Crossroads: the Postal Service’s $100 Billion in Unfunded Liabilities. Our answers to 
these questions are enclosed and are based on our previous work, updates to that 
work, and our knowledge of the areas addressed. If you have any questions or 
would like to discuss our responses, please contact Frank Todisco at 
todiscof@aao.Qov or call (202) 512-2834. 


Sincerely yours. 



Frank Todisco, 

Chief Actuary, Applied Research and Methods 

The undersigned meets the qualification standards of the American Academy of 
Actuaries to render the actuarial opinions contained in the answers to these 
questions for the record. 

Frank Todisco, FSA, MAAA, EA 
Chief Actuary 
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Post-Hearing Questions for the Record 
Submitted to Frank Todisco 
From Chairman Blake Farenthold 

“At a Crossroads: the Postal Service’s $100 Billion in Unfunded Liabilities” 

March 13, 2014 

1. Postal unions have argued that USPS has set aside enough money to cover 
the retiree health care benefit and should resume “pay-as-you-go.” 

a. Is this wise? What happens if USPS resumes pay-as-you-go? 

In our December 2012 report on the U.S. Postal Service’s (USPS’s) retiree 
health benefits, we examined the effects of a pay-as-you-go approach.’ 

The Postal Service Retiree Health Benefit Fund (PSRHBF) had a balance of 
$47.3 billion at the end of fiscal year 2013. We first modeled a pay-as-you-go 
funding approach in which the fund would be drawn upon to pay USPS’s share of 
premium payments for as long as possible. Under this approach, no additional 
contributions would be made to PSRHBF, the fund would grow with interest, and 
USPS’s share of premium payments for retirees and beneficiaries would be paid 
out of PSRHBF until the fund was exhausted. Once PSRHBF was exhausted, 
USPS would pay these premiums directly as they become due. Our projections 
showed that PSRHBF would become exhausted in 14 years, in 2026; at that 
point, USPS would begin paying its share of premium payments from the Postal 
Service Fund. Under this approach, the projected unfunded liability in fiscal year 
2040 would be about $250 billion, which would be about $130 billion in 2012 
dollars. 

We found that once the PSRHBF became exhausted, annual pay-as-you-go 
payments would not become significantly more onerous than projected annual 
prefunding payments, at least through the end of our projection period in fiscal 
year 2040. However, this pay-as-you-go approach would produce a vastly bigger 
unfunded liability than any of the several prefunding approaches that we 
examined. 

We examined a second variation of pay-as-you-go funding, an approach that the 
USPS Office of Inspector General (OIG) analyzed and reported on in February 
2012.^ Under this approach, USPS would stop making prefunding payments and 
pay its share of premium payments for retirees and beneficiaries as they became 


’ GAO, U. S. Postal Service: Status, Financial Outlook, and Alternative Approaches to Fund Retiree Health 
Benefits, GAO-1 3-112 {Washington, D.C.: Dec. 4, 2012). The projections referred to in this answer were based 
on available data and applicable assumptions at the time we made the projections for that report; an updated 
analysis could produce somewhat different results. The report contains more detail on data, assumptions, and 
methodology. 

^ Letter from USPS OIG Inspector General David C. Williams to Senator Bernie Sanders, February 6, 2012. 
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due. The existing PSRHBF fund would be left to grow with interest, with no other 
cash inflow or outflow. 

Since this second approach maintains the existing PSRHBF fund rather than 
exhausting it, the projected unfunded liability is not as large as under the first 
pay-as-you-go approach described above. However, we found that the unfunded 
liability would also grow under this approach, and would result in a substantially 
larger unfunded liability than the full prefunding approaches that we analyzed. 


b. What is the contingent liability of the taxpayer if LISPS is unable to meet 
this obligation? 

We have not researched the contingent liability of the taxpayer if USPS could not 
meet its obligations. According to the 0PM Inspector General, the 
consequences if USPS could not pay for its retiree health benefits are unclear.® 


2. There has been a lot of talk in recent years, about a surplus in USPS’s 
FERS pension account and whether that money should be returned to 
USPS. However, left out of that conversation is any mention of USPS’s 
other pension account, CSRS. 

Currently, USPS’s CSRS account has a projected deficit of $19.8 billion, 
while FERS has a projected surplus of just $500 million. While using USPS 
specific demographic assumptions may slightly change these numbers, it 
is unlikely to dramatically shift this imbalance. 

a. As an actuary, do you think it makes sense to treat these and other 
employee benefit liabilities in a holistic manner? 

Yes. Economically, USPS's various unfunded benefit liabilities all represent 
estimated bills for employee service already rendered. We have also noted that 
USPS’s debt to the U.S. Treasury can be viewed together with its unfunded 
benefit liabilities in this larger (holistic) context. For example, we have noted that 
from fiscal years 2007 through 2010, USPS made prefunding payments to the 
PSRHBF of $17.9 billion while borrowing an additional $9.9 billion from the U.S. 
Treasury — essentially swapping one form of “debt” (broadly defined) for 
another."* 

While debt and these various unfunded liabilities are economically similar, we 
noted in our testimony that the benefit liabilities are all subject to separate and 
different funding rules. 


’OPM Office of Inspector General, A Study of the Risks and Consequences of the USPS OIG's Approaches to 
Change USPS’s Funding of Retiree Benefits (Washington, D.C.: Feb. 28, 2011). 

^ For example, from the perspective of financial economic theory, an unfunded pension liability is like debt, 
economically similar to a loan from employees and retirees to the plan sponsor. See Society of Actuaries and 
American Academy of Actuaries, Pension Actuary’s Guide to Financial Economics (2006). 
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b. Also as an actuary, would it make sense to enact a provision that 
refunds a projected surplus in full each year one happens to exist? 

We have reported that any provision that would refund a surplus each year that 
one happens to exist would likely eventually result in an unfunded liability. This 
is because pension and retiree health benefit liabilities are long-term estimates 
that are inherently uncertain and subject to significant revision and fluctuation as 
more information becomes available and as economic and demographic 
conditions change. A surplus can be viewed as a cushion against unfavorable 
changes. If surpluses were returned every time there was a change in a 
favorable direction, it would leave the fund exposed to an eventual change in an 
unfavorable direction. 

c. Under current law, do you expect USPS to be able to make its CSRS 
amortization payments in 2017, if the current $20 billion deficit remains? 

As we have previously reported, ultimately the viability of funding promised 
benefits depends on the financial viability of USPS’s underlying business model. 
We continue to recommend that Congress adopt a comprehensive package of 
actions that will facilitate USPS’s ability to align costs with revenues based on 
changes in the workload and the use of mail. 


3. The American Academy of Actuaries has reported that an 80% funded ratio 
should not be used as the standard for determining whether a pension plan 
is in good financial health. In a paper titled “The 80% Pension Funding 
Standard Myth,” the Academy concluded that “All plans should have the 
objective of accumulating assets equal to 100% of a relevant pension 
obligation, unless reasons for a different target have been clearly identified 
and the consequences of that target are well understood. 

a. Do you agree that federal pensions - including pensions for Postal 
Service employees - should be required to achieve 100% funding? 

We have concerns about proposals to reduce the ultimate funding target for 
USPS’s retiree health liability from the current target of 100 percent down to 80 
percent. Such a reduction would have the effect of carrying a permanent 
unfunded liability equal to roughly 20 percent of USPS’s liability, which could be a 
significant amount. For the same reason, we support the current 100 percent 
funding target for USPS’s pension liabilities. Full funding of benefit liabilities is 
consistent with USPS’s mission as a self-sustaining entity. Also, we have noted 
that prefunding protects the future viability of the organization, protects the 
benefits of postal employees and retirees and their beneficiaries, and provides 
security to any third party in the event of USPS's inability to pay for any unfunded 
liability. 

We have not reported on funding provisions for federal pensions for non-USPS 
employees. Other agencies typically rely on Congressional appropriations rather 
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than independently generated revenue, so that the implications and issues 
associated with prefunding may be different. 


4. According to your testimony, the Postal Service’s unfunded liability for 
workers’ compensation is approximately $17 billion. 

a. This represents the present value of all projected future benefits for 
already injured employees, and not projected future injuries to current 
or future employees. Correct? 

Yes. 


b. USPS represents roughly 40% of the federal government’s total 

workers’ compensation liability. What would happen to the solvency of 
the federal government’s workers’ compensation program if USPS were 
unable to pay? 

USPS has stated that, based on discussions with DDL, USPS’s failure to make 
its payments would leave DOL with insufficient funds to pay all workers’ 
compensation benefits for USPS and other federal employees, absent some form 
of additional funding to replace USPS's contribution. We have not independently 
verified this information. 
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